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WOSKIKG PAPER KO. 1 


Multinational Corporations in India: 
(Hie need for a realistic policy framework) 

S.K. GOYAL 


The earlier version of this paper was read as key note address at 
the Indian Economic Conference, December 24, 1978, Bombay by the 
Author- 






INTRODUCTION 


The paper constitutes of three sections. Section-l presents a 
brief review of the nature of concern being shown with regard to the 
operations of the KNCs in the global context- Section-II outlines some 
of the broad features of the foreign investments and the MNCs in India, 
it also attempts to provide a broad strategy for research on the MKCs. 
The last section examines the effectiveness of the FSRA in relation to 
the objectives it was expected to serve. This is based on the empirical 
results of a study being undertaken by the author. 

SECTION - I 

1. Operations of the multinational corporations (MNCs) have evinced 
considerable interest, partictflarly during the last few years, amongst 
social scientists, policy makers and international agencies.^ While 
the rapid growth of MHCs in the world economy is seen more of a threat 
to the under-developed countries, the concern for control and regulation 
of MNCs and their global operations has been voiced more intensely in 
the developed societies. Scholars and policy makers in the developing 
countries (a typical case being that of India) are, however, now trying 
to catch up with their counterparts in the developed countries. 

2. In 1972 the U.N. Economic and Social Council appointed a Group of 
eminent persons to study the the role of MNCs and their impact on the 
process of development, especially that of the developing 
countries....’ The Group submitted its report In 1974. In pursuance of 
the Group’s recommendtions the Commission on TNCs' and the 'Centre on 
TNCs'“ were established in the UN netwrok as agencies to investigafee 
and render advice to the UN Economic & Social Council and the member 
gcvernments. A few regional offices of the UK Centre on Transnational 
Corporations (UNCTC) have already been established, the one for ESCAP 
region being located at Eangkoki The Regional offices of the UNCTC have 
a programme to impart skills at negotiations with TNCs, build up 
comprehensive information systems and prepare case studies.^ Other 
organs of the U.K., like UNCTAD, ILO, FAO, UNESCO & UNIDO, are promoting 
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studies with regard to the operations of the TNCs in their respective 

areas of specialization. The Independent Commission on Development and 

International Issues under the Chairmanship of Willy Brandt, with its ^ 

secretariat at Geneva is also undertaking more studies on the role of 

TKCs and other related issues. A good number of academic institutions 

and research centres in the developed countries are developing long-term 

programmes to study one or the other aspects of THCs. For instance, TNi 

(SOMO) at Amsterdam and ECIKC at Brussels (a centre funded by a Swiss 

TfiC) are institutions exclusively devoted to study the role of largest 

giant corporation's of the world from the labour, consumer and 

management viewpoints. The Harvard University has pubiishea its second 

revised volume on source material on TNCs. A number of individual 

researchers in U.S. and European countries are engaged in preparing case 

studies to highlight problems of transfer of technology or labour 

relations. : 

Wide Scope for Research 

3. Western scholars, particularly from the ’TNG home' countries are 
generally seen to be critical of the MNCs and their writings are well 
informed. There are., of course, many who see the MNCs as the only hope 
of the under-developed world. The range of information collected and 
commented upon by scholars from the developed world is large. The areas 
proposed to be covered are wide ranging: e.g. problems of transfer of 
technology, transfer pricing and resort to monopolistic and restrictive 
trade practices, impact on balance of payments (for host and home 
countries), promotion of ’research and development' and adaptation of 
processes to local needs, generation of employment, existence of the 
wide disparities due to top-heavy new class of managers and 
professionals, introduction of western life styles, growth of indlgenous^^^^^^^^^^^^^^ 
enterpreneurship, cultivation of 'brand' culture, quality consciousness, 
ties-up with private national monopoly capital, direct and Indirect 
involvement in influencing public policies and TNCs adaptation to local 
socio-political environment and involvement in building up of 
infrastructural facilities for the backward societies. In this category 
would also fall some of the politically inspired publications dealing 
with the TNcs in countries of the Latin America and African continent 


where ruling elites and governments promote and protect the interests of 
foreign monoplies rather than the genuine interests of the local 
population. 

Research Host (Countries 

4. In contrast to this, with a few exceptions, studies conducted in 
thfc developing countries officially or at the individual level, are 
invariably, at the general level and do not go beyond vagus 
generalisations. The empirical base of studies on the under-developed 
countries continues to be disappointing. Indian economists, generally 
speaking, have not shown adequate degree of Interest in undertaking 
studies bn the private corporate sector in general and the foreign 
sector. In particular. Policy makers in a number of developing 
countries' either continue to operate In a framework that , was evolved in 
the colonial era (which is the historical past of the majority of the 
developing nations) or pursue policies based on many a vague, 
unrealistic and misplaced assumptions. Some of the crucial policy 
formulations with regard to foreign capital, therefore, are nothing 
short of ^ell cultivated myths. 

MHC Hone Countries 

5. The concern shown by Western scholars on the operations of TNC's is 

probably t out of many reasons* However » primarily their concern is 

a reactiom, based on their day to day personal experiences and 
frustrations with the fast extending arms of the 'giant ' corporations', 
whose control mechanism is expanding and tightening fast. '‘ Some of them 
seem to visualize that much sooner than the requisite’ consciousness 

arises, the citizen of the free world may lose their economic, social 

'■n. ■ : ' : ■. 

and political choices and be forced to surrender human dignity to the 
impersonal ihstitu^ons to the TNCs. Hence, the view, tht giant 
corporations are leading the world to a point of crisis. Expressions of 
revolt against the prospects of being pushed towards a socio-economic 
system dominated by private corporation philosophy, may be feeble but 
are certainly distinct. 

:.liew IcoiKWic Order 

6. Policy makers in MKc 'home' countries have not always view;ed with 
concern the growing interest and direct investments by their MNCs in the 
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under-developed world; nor is this true of the international agencies. 
In fact, the ’bonie’. countries aiongwith international agencies 
established under the aegis of the U.N., provide support to entry of 
MNCs in the under-developed countries - more by way of direct 
participation by the MMCs than to the limited agreements - for outright 
sale of technical know-how or training. The economic resolutions at the 
international forums, not surprisingly, though increasingly, emphasize 
the need for transfer of capital to the third world countries. The 
developed nations are not hesitant to confess that they are far below 
the expected level of transfer of 0.75 per cent of their GFPs to the 
less developed nations. Tart of their failure to fulfil their 
obligations is attributed to the rigidities of the host countries to 
allow entry of foreign capital. The 'capital it is assumed cannot be 
separated from 'technology'. The call for transfer of capital is 
unmistakably accompanied with the plea for reducing hurdles and 
liquidating sanctions which stand in the way of more exchange of goods 
(i.e. free trade). Strangely enough, concern against 'protectionism' is 
now being voiced by some of the developing countries, who would need 
protection from the direct competition from MKGs. There is emphasis on 
moving towards a new world order which contemplates that the different 
parts of the world should be organically interlinked in such a manner 
that would help knit the developed and the underdeveloped countries 
together for an everlasting peaceful and harmonious growth of humanity. 
The operational Implications of the proposed New International Economic 
Order - to which India has most enthusiastically lent her support - are 
yet to be well understood by the developing countries, primj^rily, one 
has to ask the question ; to which side would the net balance of 
advantages til t, if there is free international exchange, when there 
exist wide disparities between the economic political strength b£ the 
constituents involved? This aspect needs a separate discussion. 
Howeyer, it is worth considering if as a first step the developing 
nations can start becoming aware of the fact that what they need for 
development was not so much the capital but modern technology in 
selected areas. Secondly, the primary task before them was to organise 
themselves for transformation of their socio-economic and political 
structure and Institutions than to divert their limited resources and 
energies towards trying somehow, to achieve a fast growth in GNP in the 
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immediate future. And thirdly, that there was the need for the under- 
deveiopcv^ icountries to come together for enhanced mutual cooperation and 
* for evolving mechanisms under which negotiat ons with the MKCs (and the 

developed countries.) can be for technologies and not for capital, and 
for agreements which are not on 'firm' or 'eriterprize' basis but for the 
country as a whole or for a group of developing countries together. 
Duplication of efforts and costs can be avoided, if there was a more 
meaningful cooperation amongst the developing countries as a block 
instead of the general acceptance of the plea for a new order promoting 
'one to one' exchange - irrespective of the comparative strength of the 
individual partiepation. 

MNCs and Code of Conduct 

7. The concern with MNCs' operations has led to emphasis on the need 
to evolve a code of conduct for the MNCs. The assumption is that MNCs 
can be made to abstain from indulging in certain type of practices which 
would be described as undesirable. The important code being discussed 
is that MNCs should not involve themselves with the political systems of 
the host countries and observe self-imposed neutrality. Similarly, it is 
^ being contemplated that the MNCs should not resort to monopolistic and 

restrictive trade practices. It is, however, not being questioned that 
by the very fact of the under-developed countries allowing private 
direct participation in economic activity, the host countries are opting 
for an economic system under which 'market mechanism' Is allowed to 
determine the pattern of new Investments. Given the assumption that 
MKCs arc to be allowed to have direct investments with softer controls 
and lesser regulations, it is only logical to expect that private 
national capital would not be discriminated against. If not awarded 
preferential treatment. In brief, while the efforts at evolving a code 
of conduct appear quite reasonable, the fact remains that the. entire 
discussion is in a framework of free-market economy - the politics of 
which is certainly not neutral. In India, we know only too well that 
® local entrepreneurs, during the colonial era, were extremely hostile to 

foreign capital. However, within few years of India's independence the 
indigenous private capital became the champion of the cause of foreign 
companies and the MNCs. The Indian Industrial houses who had provided 
support to the struggle for freedom of the country were seen pleading 
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for joint ventures with foreign companies. The Indian private companies 
have been using all means to influence public policies, it would be no 
exaggeration to say that Indian corporate sector, particularly the 
bigger constituents, did participate in the political life of the 
country and provided financial and other material support to individuals 
and certain political parties. The Indian corporations have not 
remained neutral to political system, nor would indeed they be expected 
tc remain so, in their own interest. The code of conduct for good 
behaviour may be evolved for the MBcs but it can certainly not be for 
the local capital who would be increasingly an active partner with the 
MNCs. The essential point, therefore, is that the basic thrust of 
entire discussion on MMCs regulation (in the Western sccisties or at the 
level of U.B. agencies) is within the framework of free market mechanism 
and the need for expanding the role of direct private investments in the 
developing world. Viewed in this perspective, no code of conduct can be 
neutral to politics of a country. A related and basic question in this 
regard is the extent to w-hich expansion of the private capital would be 
in conformity with the national objectives of the developing countries. 
Most of the developing countries aim at widening the base and 
strengthening efforts at planned developments of their societies. For 
this, invariably, the countries are required to mobilize larger 
resources and direct these to areas which are though socially more 
desirable do not always find adequate justification or priority on the 
logic of ’free market mechanism’. 

Aid and HNCs 

8. The entry and promotion of MHC’s needs also to be seen alongwith the 
’aid' policies of the developed and the ’home' countries. None would 
dispute that the quantum and phasing of ’aid’ by the doner countries has 
to be an integral part of the economic and political philosophy and 
within their own framework of freign policy. No 'aid' is neutral nor it 
can be without direct and indirect strings. This is well illustrated by 
the form in which a part of the PL-480 funds were utilized to encourage 
such companies which had financial and technical collaborations with 
U.S. based firms. In fact, one of the major factor leading to entry of 
many MNCs from U.S. on the Indian scene has been the easy and cheap 
finance to the Indo-US joint ventures* A glance at the list of 
beneficiaries could be rewarding. 



SECTION-II 


9. Hot, have the MfoC's been viewed in India ? At the policy level 
three is no distinction between an enterprise that is MKc or one which 
is a small entity with parents abroad. At the first stage, the policy 
regarding MHCs is the same as for the foreign private capital in India. 
Hcwever, large foreign companies and dominant firms (in a product) 
recovered by the Monopolies and Restrictive Trade Practices Commission 
-- as indeed is true for even the wholly owned Indian corporate sector. 
The specific policies regarding foreign companies in India can be said 
to be the ones under the Foreign Exchange Regulation Act, 1973 (FLRA). 
We shall examine the provisions of the FEBA in Section III. 

Foreign Capital: Classification 

10. Foreign private capital in India can be broadly classified under 
the following categories : 

(i) Companies which are registered abroad but have place of 
business in India; (i.e. Branches of Foreign Companies); 

(ii) Companies having more than 51 per cent of equity held abroad 
(Foreign Subsidiaries); * 

(iii) Companies where the foreign equity is between 40-50 percent; 

(iv) Companies with less than 50 per cent eq^uity but under foreign 
'effective control' (to be judged from operaticnai and 
historical background); 

(v) Companies with substantial (more than 10 percent) equity held 
by a foreign company, which is also having technical 
collaboration; and 

(vi) Companies having collaboration agreements with 'licensee' 
status and having terms which place certain restrictions. 

The above classification is ^ for the corporate entities. There do, 
however, exist other forms of foreign enterprises having places of 
business in India. We understand, however, that the magnitude of the 
activity of the non-corporate foreign private capital is not very 
substantial. / j \ - 

Foreign Company Branches 

11. Branches of foreign companies in India constitute the direct form 
of investment in India. The number of branches have varied from year to 
year, "the number was; 541 during 1972; 540 during 1971; and 481 during 
1976. The number of foreign branches as such, does not provide any idea 



of the magriituae aBd nature of their operations. There are four reasons 
for' this i: cite. > a oii:mber oi foieign branches ' have already closed down 
their business in indlS' or have become Indian compani.es or ■ are have been 
doxmaBt f or ' many years. , bue to limitations of the inioimation system 
atid the- regulatory ■ mechanism,, these continue to he reported as branches 
Operating; in "India during a year. Two, a good proportion of the 
foreign ^ branches ' are ' as liaison offices, agency offices of shipping and 
air lines , or consultancy concerns net having any manufacturing activity 
In ■ the country. In such cases there are no separate accounts, for 
ecohcimic activity in India as the accounts of these companies are 
maintained for ' their global operations only.- Three , the branches' also 
include banking or service companies which cannot ^ be equated' with 
manufacturing or industrial undertakings. And lastly , the list of 
foreign branches also includes religious and 'charitable establishments. 

12* for the year 1972, according to the Company Law Bepartment (GOI) 

■ sources, there were 541 foreign branches operating in India. Of these, 
cniy 79 had assets of Rs.1.00 crore and above, in India; a bulk of them 
(283 branches), individually, had assets of less . than .Its. 1.00 ■ crore. 
The total assets of the 362 branches were placed at Rs.1001.23 
crores. The big 75 (each with more than Rs.l. 00 crore assets) 
accounted for Rs. 951.56 crores and the total assets under the control of 
the 283 (each with less than E!r'..1.00 crore) were only rs.4S.67 crores. A 
similar picture is obtained if one examines the pattern of assets, held 
by the foreign branches, for the year 1S74 or 1976- The only difference 
is that the magnitude of assets held by large sized foreign branches 
(each with assets of F.s.l.OO crore and above) was Rs. 1379.66 crores and 
their number increased to 1G4 by 1976. 

13. A distribution of foreign branches, according to the assets under 
their control, showed high level of concentration. It was true for 
1972, 1974 and 1976. The largest foreign branches during 1976 being: 
Burmah Shell (Rs. 70.27 crores), Calcutta Electric (Rs. 66,05 crores), 
E.I.D. Parry (Ks. 45.85 crores), Caltex (India) Ltd. (Rs.36.92 crores), 
and Indian Leaf Tobacco Development Company (Rs.29.04 crores).^ 

14. The assets under control of the branches of foreign companies need 
also to be seen alongwith the sales turn-over under them. The largest 



turn-over was for Buraiah Shell Oil Storage and Distributing CGiapany 
(Rs.515.00 crores) and Calrex (India) Ltd. (Eo. 144-23 cicres). Both of 
the branches are now absorbed in the public sector. The next largest 
companies were: E.I.D. Parry (Sales: 'Rs.77.52 crores); Assam Oil Company 
(Sales: Es.76.46 crores); and Indian Leaf lobacco Development Company 
(Sales: Ls. 42.78 crores). The essential point to be noticed is that 
there were foreign branches which controlled very large turn-over and 
these accounted for a high percentage of the economic activity under the 
branches. 

15. With the taking over of oil companies, the assets under direct 
foreign control through branches has declined. Also, with the adoption 
of FERA most of the foreign branches (bulk of whom were in tea 
plantations) are getting registered as Indian companies with partial 
sharing of equity by the Indian public. Very soon the only foreign 
branches operating in India would be in non-manufacturing and ncn- 
tradirtg sectors or as agency offices for their parent companies. 

Foreign. Subsidiaries 

16. The next important form of foreign capital in India is constituted 
by the Indian companies registered under the companies Act 1956 and 
having majority equity held abroad. The number of foreign subsidiaries 
has been on the decline. In the year 1976 the number was placed at 
'171’ by the Company Law Department. The number of foreign subsidiaries 
stood at 243 in 1966. While the number of foreign subsidiaries declined 
by 29.63 per cent between 1966 and 1976, the assets under their control 
increased from Es.896.77 crores in 1966 to Rs. 1626. 15 crores in 1976 
i.e. by nearly 81.34 per cent. 

17. As a result of the enactment of FEEA, a majority of the 
subsidiaries are on way to the so-called 'Indianizatlon’ process. Once 
the equity held abroad is reduced to less than 51 per cent the foreign 
subsidiary companies will nc more remain foreign in character (as under 
the Companies Act, 1956). Some of the important foreign subsidiareis 
have already become 'Indlanized'. The significant ones being I.T.C. 
with a turn-over of Rs.325.00 crores in 1975; Vazir Sultan Tobaco 
(Rs.89.68 crores), Godfrey Philips (Rs.57.61 crores), Goechst Dyes and 
Chemicals (Rs.45.68 crores) and MaCneill Barry (Rs.30.69 crores). 



daring 19'&9-76v 108 fcrclgn subsiciaries •-rere dropped out of this 
category and 3fc wtr(-. added as n-. w reg istrations. A nuaile.r oi the new 
registration being die ones which operated as foreign company branches 
earlier. 

18. We (at the Indian IrsLitute of Public Adrainistration), are 
attompring to cu-.i .. -ct i nfermation on ail ioreigr subsidiaries 

operating in inaia. ’ihe final results of the study (which has been 
spcnscred by ti'e Indian Council of: social Science Research) would, in 
all probabiiicv oc published in another few months. On the basis of the 
tentative results it can d-- said that the net assets under the control 
of foreign subsicHarir . have been growing at a fast rate. In 1976, the 
net assets of 171 foreign subsidiaries stood at nearly Es.1626.77 crores 
as against a total cf ks.CS f, .77 crores for 243 subsidiaries oi 1966. 
The gross income (sales plus other income) of the foreign subsidiaries 
was estimated to be a little more than Rs.2500 crores during 1976. 

IS. A closer look at the foreign subsidiaries reveals, as In the case 
of foreign branches, a high degree of concentration of assets and sales 
in the hands of a few large, foreign subsidiaries. For instance, out of 
the estimates gross income of Rs. 2500 crores for the 171 foreign 
companies, the top five accounted for Rs. 725.90 crores i.e. a Title 
less than 30 per cent. Each one of the five companies had more than 
Rs. 100.00 crorers as gross income. The five were; biiidustan Lever, 
Dunlop, Brooke Bond, Union Carbide and Indian Explosives. Foreign 
subsidiaries having gross income of Es.SC to 100.00 crox'es were only 11 
and accounted for J;s.658.i7 crores i.e. another 34.2 per cent of the 
gross sales and other income of the foreign, subsidiaries- It would 
suffice to say that while the number of foreign subsidiaries (during 
1976) was 171, the bulk c.f the sales and assets were in the hands of a 
small number i.e. less than 50 subsidiaries accounted for nearly 90 per 
cent of the gross income of all the foreign subsidiaries. 

20. Eow many of these foreign companies can be treated as 
m.ultinationals? The answer to it would depend on the definition. If 
one accepts that a multinational would be a. company which operates in 
more than two countries, and has large assets/sales to qualify as one of 



the giants (may be one of the top 100 companies) in its 'home' coufltry, 
one coula he quiet safe in making a generalization that the foreign 
capital in India is essentialy an issue of multinational corporations. 

Foreign Capital & its Inter-linkages 

21 . The Indian corporate legislation treats each foreign company as an 

independent entity. The MRTPc establishes . affiliations on the basis of 
the inter-connections existing in India. The official approach to 
foreign companies is determined on the basis of the Indian assets or 
share in the Indian market- This approach does not appear a realistic 
one. For instance, to consider Lintas (a foreign branch, with Unilever 
as parent company) separate from. Hindustan Leverl (another subsidiary of. 
Unilever) would in no case be justified. So also would be the case with 
the ITC and Vazir Sultan; India foils and T. I. group of companies, GEC 
and Marconi International, and Siemens-Philips and Polydor. The 
'examples can be multipied. The point to be underlined, is that if the 
MRTPC attempts to treat Indian companies, which are closely interlinked) 
as an "industrial house" why should the same not be done for foreign 
companies von the basis of their international affiliations and inter- 
conections?: ■ ' ' 

Foreign Control through Minority Equity 

22. The foreign branches and subsidiaries are clearly cases of foreign 
controlled undertakings. But, it is well known that for exercising 
control over a company it is not necessary to have majority equity 
shares. The management control can be effectively exercised with as 
little as 10 per cent shares. This is particularly so when the equity 
shares are very widely dispersed and no other single individual or group 
holds substantial equity. For the Indian corporate sector this point is 
well established and does not warrant much discussion. One should 
imagine that all such companies, which have recently been asked to 
edilute foreign equity holdings to a maximum of 40 per cent, would 
continue to be under the effective management and control of the foreign 
entities. The companies Act de facto foreign companies can still be 
treated as foreign and not Indian because the foreign equity has been 
brought down to less than 51 per cent. 



23. An important area of influence, control and place of multinationals 
in India also lies in Indian companies which depend on supply of 
technical know-hco from them and have licensee status with the giant 
world corporations. This being particularly so when the foreign 
coiiaborating corporations also happen to hold substantial (more than 10 
per cent) equity holdings in the Indian companies. It needs to be 
underllnzed that the influence of a multi-national corporation on an 
Indian company \^ould be larger, in all probability, if some of the 
associate companies of the Indian collaborating undertaking were also 
dependent for technical know-how on the same multinational group of 
companies. For instance, if a number of companies oi ’X' Industrial 
House' were in collaboration with one MNC, individual companies of the 
'X’ House could be expected to have coordination with the directly-held 
companies of the same MHc in India. This may appear to be only an 
academic assumption. However, wrhy not make an attempt to study this 
phenomenon on the Indian scene? 

24. To assess the place and role of MNGs in the Indian economy, one 
needs to approach the Indian scene from the MnC’s end. For instance, 
the first step should be to have a complete list of foreign companies 
which are present in India in different forms' - inclusi-ve of ’O' to 
'100' per cent equity participation. After this one should group the 
foreign companies together on the basis of their international links, 
affiliations and business associations. This may help us to clearly 
identify the multinational groups working in India, in this process we 
may also discover that some of the MKCs in India operate from a number 
of countries under different names and are controlled from places 
located outside their 'home' countries. The next stags would be in 
collecting certain basic information on compaies in which MNC groups 
have influence through equity, collaborations or other means. The 
coverage cohld be extended for examining the effectiveness or otherwise 
of many an Indian legislative provision. 
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SECTION - III 

25. There is a widely shared public impression in India and abroad that 
the Foreign Exchange Eegulation Act 1973 (J ERA) is an important and 
effective instrument of control and regulation of foreign controlled 
companies having business activities in the country. Under the FERA 
provisions; (a) all branches of foreign companies in India are required 
to get themselves registered as Indian Companies under the Companies Act 
1956$ and (b) the foreign subsidiaries are required to reduce foreign 
holdings in equity in a substantial manner. The dilution of foreign 
equity is to be affected within a specified time. The administrative 
guidelines provide that undertakings which are: 

(a) engaged in manufacturing activities falling under the list 
of priority industries; 

(b) predominantly manufacturing for exports; 

(c) utilizing sophisticated technologies; 

(d) in trade but have developed skills or facilities 
(distribution network etc.) not idigenously available; 

(e) tea planations; and : 

(f) branches of foreign companies (engaged unspecified 

activities) , 

should not have more , than 74 per cent of the equity in the hands of 
foreigners. The rest of the foreign branches, Indian subsidiaries of 
foreign companies and companies having 40-50 per cent of equity holdings 
under foreign ownership have to dilute the foreign interest to a maximum 
of 40 per cent. 

26. The objectives, of the equity dilution strategy, as contemplated 
under the FERA could be: (a) to ensure that wl:th majority equity with 
Indian the control over the companies could, in case of need, be taken 
over in Indian hands through the simple process of majority voting; and 
(b) to ensure that foreign companies are not allowed to be continuing 
drain on the foreign exchange resources of the Ipdian economy. 

27. Let us examine as to what extent could the dilution strategy help 
the country in achieving the above objectives. Can the Indian 
shareholders takeover the control of a company through majority voting ? 
The answer is in the negative; because, the Government of India has 
approved contracts which do not allow the majority shareholders the same 
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rights as would be true in the case of ordinary Indian companies. To 
illustrate our point the Article 187 of the Colgate-Palmolive (India) 
Limited is reporoduced below; 

(1) "Union Colgate ceasing for any reason whatsoever to hold at 
least 40% of the total, issued and paid-up equity share 
capital of the Company or upon Colgate terminating a separate 
Agreement dated the 28th day of September 1978 entered into by and 
between Colgate of the Part and the Company of the Other Part by a 
notice in pursuance of any of the provisions therein contained, the 
Company shall within 60 days from the date of receipt of this 
notice (a) discontinue the use of the words ’Colgate* and 
'Palmolive* as part of its corporate name, trade name or trading 
style, (b) discontinue the use of the corporate logos of Colgate 
and (c) take all such steps as may be necessary for the purpose of 
chanaging its corporate name, trade name, or trading style as 
aforesaid. Any new corporate name, trade name or trading style or 
logos, which the Company may adopt shall not consists of any name, 
word, letter, expression, logo, symbol or device in any language, 
script or alphabet similar in sound or appearance to the words ' 
Colgate-Palmolive' or either of them or the corporate logos of 
Colgate. All the members of the Company shall be deemed to have 
undertaken to exercise their rights as members and specificially 
their voting rights in such a manner as would enable the Company 
to comply with or implement the provisions of this Article and the 
aforesaid Agreement and shall be deemed to have become members of 
the Company on this basis; 

(2) In case the Company is v/ound up and its business and/or 
movable or immovable property and rights are transferred to 
any person, company or other body corporate by sale or 
otherwise, it shall be one of the conditions of the transfer 
that the words ‘Colgate* and 'Palmolive' or either of them and the 
Corporate logos of Colgate shall not be used in any manner by the 
transferee or transferees without the prior consent in writing of 

:l ;:Udlgate;^ and- * ■-/ v<.y; •> y;-: y■:: ^ y, v y-s-sn- 

(3) In case Colgate shall sell of otherwise transfer its shares in the 
Company or in case for any reason whatsoever (including force 
majeure) Colgate shall hot be in a position to exercise its rights 
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as shareholders, Colgate shall have the right to require the 
Company, by a registered letter, to discontinue forthwith the use 
of the trade marks 'GoLgate* and *Pal moi Ive*' on all Products". 

It is obvious that with the above type of terms already approved by the 
Government of India there cannot be any change in the management. If 
the company has to continue as such it must remain under the direct 
control of the former parent company. 

28. With dilution of foreign equity, it is logical to expect that the 
amount of foreign exchange remittances, on dividend account, would be 
smaller. The implied assumption in enacting the PERA, the first 
specific legislation in India to control foreign companies, is that 
foreign controlled companies make high profits and one of the manor item 
responsible for foreign exchange drain was in the dividend transfers. 
We made an attempt to examine this assumption on the basis of empirical 
evidence. 

29. The objectives of our study was to identify the pattern of foreign 
exchange utilization by the foreign subsidiaries, on a census basis for 

•> the year 1976. However, due to certain difficulties we could cover only 

136 foreign subsidiaries out of the 171. Out of the 171 foreign 
subsidiaries, 108 were public limited onesj the study covered 99. In 
terms of assets, the coverage for public limited companies was nearly 99 
per cent. Out of the 63 private limited foreign subsidiaries, we could 
collect data on 37 companies only, the asset coverage for private 
limited foreign subsidiaries was a little over 80, per cent. ■ In 
aggregate, though our survey covered only 136 subsidiaries out of the 
171, the asset coverage is nearly 97 per cent. For the present, the 
results of our study would not be materially changed if one could cover 
all the. 171 foreign subsidiaries. Partly, to compensate the limitations 
we included 19 companies which are subsidiaries to the foreign 

30. Table— 1 shows the pattern of foreign exchanger utilization by 155 
foreign stibsidiareies during 1976. The total foreign exchange utilized 
by the foreign subsidiaries during 1976 was Rs.220.43 crores. Out of 
this the dividend payments accounted for Rs.10.7 crores i.e.. less than 5 


Table - 1 

Showing Pattern of Poreign Exchange 
Utilization by foreign Snbsidiaries 
during 1976 


SI . 

No. 

Head 

/imcuiit 

Es* Crores 

% 

1. 

Capital Goods 

6*64 

3.02 

2. 

Raw Materials 

188.93 

85.71 

3. 

Spares and components 

4.71 

2.14 

4. 

Interest 

1.36 

0.62 

5. 

Dividends 

10-70 

4.85 

6. 

Know-how 

1.96 

0.89 

7. 

Royalty 

0.80 

0.36 

8. 

Travelling Expenses 

0.25 

0.11 

9. 

Commission 

1.73 

0.78 

10. 

Other 

3.35 

1.52 

1 

1 

1 

I 

Total 

220.43 

100.00 


per cent of the total- The most important item responsible for foreign 
exchange burden was 'imported raw materials". 

31. If the objective of the FERA was to effectively regulate the 
transfer of foreign exchange, the equity dilution approach can not 
provide the real answer. Tlie impact of the FEEA would remain to be only 
marginal. The real item to be controlled and regulated would be the 
import of raw materials. 

32. We may also mention that an important feature of the 'raw material 
utilized* by the foreign subsidiaries was that a substantial part of it 
was imported by the foreign subsidiaries directly on c.i.f. basis. The 
direct imports by the foreign subsidiaries were of the magnitude of 
Rs.162.98 crores; out of this raw materials accounted for Rs.144.10 
crores. Were these imports from the parent companies ? Were the pfices 


paid, higher than the international prices ? These and many more are 
QuestionE^; which need to be answered on the basis of facts* ■ ' 

33* In concltision, i-;: 'may be said that there was need to niidertake 
empirical studies in the area of capital and the multinationals 
so that many of the assumptions made and policies formulated* for 
regulation and control of the foreign capital* can be made; more 
realistic* We need to establish with adequate evidence whether foreign 
capital in India as a whcde and in different sectors has helped us.'mcve 
towards a more self-relient economy* What are the specific reasons for 
high growth,* rates of the foreign companies? Bo foreign companies bring 
foreign capital? And if so at what price ? There are a host of 
questions regarding the impact and role of foreign companies* 
particularly the MNCs* on employment, balance of payments, import 
substitution* transfer of technology and other national objectives* 
These need inquiry. One hopes that studies in this area would have the 
necessary impact in making the Indian regulatory mechanism and other 
policies more realistic and effective. 
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MOTES 

lo For a discussion on the cletlri tion, the natures the impact and 
tensions s and a tentaive programme of action with regard to MNCs 
sees Jiu l tinat ional Corpora t ions World D evelopment » 1973, 
New Yorkj and UM Transnational corporations In World Development: A 
Re-E xamination , 1978, Hew York* 

2# The Group comprized of 20 members* The terms of reference of the 
Group were: '’to study the role of mul tinational corporations and 
their impact on the process of development, specially that of the 
developing countries, and also their implications for international 
relations, to formulate conclusions which may possibly be used by 
Governments in making their sovereign decisions regarding national 
policy in this respect, and to submit recommendations for 
appropriate international action”- The reslution further requested 
the Secretary-General to submit the report of the Group, "together 
with his own comments and recommendations, to the Economic and 
social Council at its fifty-seventh session”. UH, The Impact of 
Mul tinationa l C orporations on Development and on International 
Relations , 1974, New York. 

3. The two expressions TNCs and HCs in this paper are to be treated as 
the same. 

4* For information on the organization and the objectives of the ONCTC 
see: The CTC Reporter , Vol.l, No.l, December 1976, UN, New York. 

5. The estimate of assets is based on the latest available accounts 
for some branches. The estimate for the year 1972 is , therefore, 
the nearest approximation. 

6. Burmah Shell and Cal t ex have been taken over in the public sector, 
EID Parry converted into an Indian company and India Leaf Tobacco 
Company has merged with the ITC (a company of the brltish American 
Tobacco - a world giant in tobacco). 
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PREFACE 


This study presents the results of a preliminary survey of licensed 
and installed capacities of Public Limited Companies quoted on the Stock 
Exchanges of India. An attempt r:as mads to obtain the latest available 
information as also cover the largest number of companies in the survey. 
Due to non-availability of data it has not been possible to include each 
and every quoted company. However , we believe the survey in its present 

coverage is representative enough to provide an objective basis for 

* 

discussion on the implications of the new Industrial Policy as announced 
on July 23, ISSO. 

My colleagues, Chalapati Rao and K.V.K. Ranganathan shared the main 
responsibility of compiling the data in a remarkably short time. The 
responsibility for the views expressed and shortcoming, however, is of 
the author. 


July 28, 1980 


S.K. GOYAL 




The Minister of State for Industry in his industrial Policy 
Statement made in the Lok Sabha on July 22, 1980 announced the intention 
of the Government to recognize excess industrial capacities which have 
already been established by Indian Industrialists in violation of the 
Industries (Development and Regulticn) Act, 1951. The Government’s 
decision is motivated by their feeling that productive capacities 
endorsed on original licences do not reflect the full productive 
potential of the units. It is asserted that "it would not be in public 
interest to permit licensing procedures or a rigid locational policy to 
stand in the way of maximising production". The regularization would be 
confined to selected industries^ the Government, however, have not 
enunciated the criteria to be employed for selecting the industries or 
units which would benefit from the proposed relaxation. 

2. Industrial licensing > system in India was envisaged as an important 
instrument to ensure regulated industrial development of the economy In 
the dvierail framework provided by Five Year Plans. Since addptlon of the 
licensing system all large industrial investments (New undertakings, 
substantial expansion, etc.) require prior government approval. 
Additionally, for certain industries an industrial licence - is required 
irrespective of the size of investment. In a resource scarce country 
intending to achieve socio-economic development the licensing system is 
visualized to regulate new^ investments for two basic purposes, namely, 
(i) to ensure that the limited investible national resources (internal 
and: foreign exchange), do not get diverted to non-plan or low priority 
industries, and (ii) to seek coordinated establishment of new industrial 
capacities to avoid duplication and wasteful use of national resources. 
The Indian licensing system, however , is also expected ' to be an 
administrative mechanism to : (iii) protect small scale and cottage 
industries (by reservation of industries); (iv) avoid locational 
concentrations (inter and intra regional), (v) screen new investment 
proposals from the view point of conserving foreign exchange and 
rational distribution of scarce raw materials; (vi) restrict emergence 
of monopolies and furtherance of concentration of economic power in 
private hands; (vii) regulate foreign private investments and technical 
collaborations in a manner that local entrepreneurship and indigenous 


technology and know-how are provided a certain degree of protection; 
(viii) ensure that new industrial projects would have the requisite, 
supply of power and other infrastructural facilities; and (ix) ensure 
that other objectives of national policies were not violated (e.g», 
reservations for public sector and agro-based cooperatives). It was 
only because of the multiple objectives assigned to the only because of 
the multiple objectives assigned to the industrial licensing system that 
a copy each of the application for a new industrial licence was sent for 
comments to the council for Scientific and Industrial Research, the 
B.G.T.D., the Planning Commission and other economic Ministries and 
Department’s of the Central and State Governments. Since the purpose of 
establishing the licensing system in India was governed by a multiple of 
considerations any amendments to the system would have to be seen in an 
overall perspective. 

3. All governmental licensing systems have an element of regulation and 
can be viewed as negative administrative mechanisms; at the siame time it 
is a positive act for those who are able to qualify and are issued a 
licence. A licence tiolder has a positive advantage in obtaining credit, 
raw materials and other administrative considerations. Whan viewed in 
the context of planned development the impact of the industrial 
licensing system is essentially a positive one. No licensing system 
could be non-restrictive. If it was so, the right question to ask 
would be whether the system has been effectively implemented or its use 
has been an arbitrary one? Has it been used to favour the chosen few? 
The Dutt Committee did provide an answer. Secondly , are there instances 
when industrialists have violations in terms of new investments being 
undertaken without obtaining prior permission, how have the concerned 
been penalized? 

4. In a society that suffers acute inequalities in income and wealth 
the pattern of market demand for goods and services Is bound to be a 
mirror reflection of the level of disparities. If ariocation of 
investments was allowed to be determined by market mechanism. It is 
obvious that resources would be wholly diverted to meet the needs of the 
upper income groups in the country. Those who live below the poverty 
line can hardly offer any competition for goods needed by the upper 
strata of the society. Under planning, industrial licensing has to 



ensure that inx'estments in non-priority areas do not take place. In 
short, the logic of the industrial system in India lies in determining 
allocation of resour cesand in curbing aggregate investments. The 
Governmental interventicns undtr planning are meant to place curbs on 
production of certain types of goods but not on all investments. This 
is why once an industrialist is able to secui'e a licence he is able to 
get capital goods imported, land allotted at nominal price, raw 
materials sanctioned, adequate credit at low interest rate provided and 
a host of other promotional facilities and priorities. A pertinent 
question in this regard woiHd be as to who were the applicants that did 
not get a licence, and why? S econdly , V7hat were the precise products in 
which licence applications were rejected for different reasons? 

5. Issue of licences is one thing and their implementation another. 
The Government should be able to assess if there were some who had pre- 
empted the entry of others to maintain product monopoly in the economy. 
Similarly, the gaps between licensed, installed and actual production 
need to be identified so that restrictive and monopolistic practices can 
be detected at any point of time. Already the governmenti has a system 
of obtaining production statistics and form "G" to be ableto assess 
progress at implementation of industrial licenses and letters of intent. 
The present administrative system does not allowe such monitoring. The 
Dutt Committee had computerised all licensin^^ records for the period of 
1956-66. There was a detailed report showing how the data can be kept 
updated and why monitoring of the licensing system was a pre-requisite 
for avoidance of many a malpractice. This was in July 1969. The 
Government have now decided to implement the dutt committee 
recommendations and set up a monitoring system. It is a welcome 
decision, though a belated one. 

6. For a long time the government are aware that a large number of 
industrialists have been violating the provisions of the IDRA,1951 under 
which the licensing system was established. A list of such violations, 
as identified by the DGTD in 1967, was included in Appendix III of the 
Dutt Committee Report (1969). Instead of taking any punitive action the 
Government have already regularized those violations. In 1975 some 
industries were Identified for liberalization of licensing provisiojas. 


An automatic escalation of capacities in the industrial licences was 
allowed at the rate of 5 per cent per annum, iund now the proposal is to 
extend the list of industries which would have automatic provision for 
enhanced capacities. It also appears that in some industries the 
Govemment Is seeking to go beyond the 5 per cent provision. 

7. In view of the Government's announcement to regularise un-authorised 
capacities it appears relevant to ask; 

(i) What is the extent of violation of IDBA, 1951 ; and 

(ii) Who are the industrialists who would stand to benefit 
from the new policy? 

Empirical survey of the present status of industrial capacities alone 
can help us have an objective base to assess the implications of the new 
policy. The Government has not so far given the list of industries 
which would be covered under the policy. 

S. Under the Companies Act , 1956 all corporate entities are under legal 
obligation to report on their licensed and installed industrial 
capacities in the Annual reports. The capacities installed are 
certified by the respective managements. The Government have no system 
to verify if the reported statements were correct. The data on 
installed and licensed capacities can only be collected from the company 
annual reports. Since information on capacities is provided by the 
companies themselves, this can be taken to represent a realistic 
assessment, from the industry viewpoint. Total number of companies in 
India is very large and it is not easily possible to have census of 
industrial capacities for the country as a whole. However, If one 
limits ones area of inquiry to quoted public limited companies a 
reasonable capacity surve^y is possible. The data on capacities for 
public limited companies which are quoted on the Indian stock exchanges 
are compiled by the Bombay Stock Exchange Foundation. Though the actual 
number of public limited companies covered by the Stock Exchanges is 
about 2,000 only, its coverage of the corporate sector, in terms of paid 
up capital, accounts for nearly 90 per cent. A good number of the 
public limited quoted companies are engaged in economic activities which 
require no licence under the IDEA, 1951. After excluding non-indugtrial 
companies we identified all such companies, which had either installed 
capacities or actual production for any product higher than the licensed 
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capacities. It may be mentioned that the licensed capacities, as 

reported by corporate undertakings, invariably, take note of the 

authorized excess capacities which may be. due to export entitlements, 

becouse of policy provisions of 1975 or other reasons. The data on 

capacities analysed here refer to the years 1978 and 1979 in most of the 

cases. Since the coverage excludes private, partnership and unquoted 

public limited companies, the extent of licensing violations in India, 

as discussed here is an under-statement. It would be also necessary to 

underline that there are a good number of disputed cases. For instance, 

Colgate Palmolive was reported to have installed capacities prior to the 

* 

enforcement of the IKDA. Secondly , there are long standing disputes on 
the methodology for capacity asessment. Thirdly , frequent and ad hoc 
policy changes have resulted in a variety of administrative problems'^ 
An« lastly , under the system only capacities are licensed and not actual 
production. It may be mentioned that we might have missed inclusion of 
some cases due to imperfections of our Information base. 

NoiBber of Excess Capacity Cases: 

9. Table-l shows Industry-wise distribution of excess capacities in the 
-M public limited and quoted companies according to the degree of excess 

capacity/production. In all, 252 companies in our survey had reported 
to have installed excess capacities than the licensed ones. A number of 
companies had established excess capacities in more than one product. 
Product-wise, the number of excess capacities established was 565. The 
degree of excess capacities established varied significantly. Out of 
565 cases, 192 cases are such where the installed capacity is excess by 
less than 25 per cent; 66 cases were of ‘25-26 per cent excess capacity; 



Table - 1 


Showing Industry-wise Bistribution of Excess 
Installed Capacity/Production Cases and 
Companie.^ According to the Extent of Violation 


SI. 

No. Industry 

Unto 

24.9 

(Percentage 

25.0- 26- 

25.9 49.9 

Excess) 

'50 - 
99.9 

\ 

100 & Total 
above 

(Numbers) 
No. of 
Companies 

: 1 

2 

3 

4 

5 

6 

7 

8 

" X« Cement j Potteries' ' 

9 

2 

3 

6 

2 

22 

18 

2. Cotton Spg. & Wvg. 

7 

5 

1 

- 

13 

4 

3. Jute, Synthetic, 
Woollen Textiles. 

16 

5 

C 

.. 


2 

30 

13 

4. Paper Pulp & Hard- 
board 

8 

2 

1 

1 

12 

8 : 

.«• ■ ' 

5. Electrical Equipments 
and Cables 

39 

6 

17 

15 

26 

103 

' 37 

6. Metals, Alloys Pdts. 

30 

3 

16 

10 

28 

87 

50 

7. General Engg. 

20 

7 

9 

15 

10 

61 

33 

8. Chemicals, Dyes and 
Pharmaceuticals 

36 

20 

24 

18 

60 

158 

' ' 52 " 

9. Miscellaneous 

27 

16 

1 

10 

10 

79 

37 

10. Total 

102 

66 

92 

77 

138 

565 

252 


92 cases where the excess is by 26-50 per cent and in another 77 cases 
the excess was of the order of 50-100 per cent. In 136 cases, the 
degree of excess capacities instaileci or actual production in the year 
was more than double of the licensed capacity. 

10. Viewed from the broad industry classification, the most prominent 
industrieal area, where excess capacities exist, was Chemicals, Dyes and 
Pharmaceuticals (158 cases), followed by Elec trial Equipment and Cables 
(103) and Metals and Alloys group (87). The general industry 
classification, however, is too wide to draw specific policy 
conclusions. Additionally, the initial industry classification of 
companies was invariably done on the nature of companies’ predominent 
activities. Due to diversification in the economic activities of many a 
company the past company classifications require to be altered. The 
broad industry classification, in our opinion, allows only a limited 
basis for policy discussion. 
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Classificatioa of Companies 

11. To determine the bread character ot industrial groups which woud be 
the ones that would mainly benefit from the new industrial policy, the 
excess capacity cases have been grouped according to group affiliations 
of the companies for which the excess capacities are observed. Broadly, 
the categories are : (i) Indian Monopoly Bouses, (ii) Multinational 
Corporations (FEEA companies) and (iii) others. The association of 
companies has been determined on the basis of the Butt committee and the 
official Lists of companies reported to be registered under the MfeBX 
Act, IIS&S and tho Foreig n Exchange Regulation Act;, 1S73. There is no 
legal definition of a multlonatiohal corporation. For purposes of the 
present study, companies having 40 per cent and more of the equity held 
abroad, have been treated as constitutents of the category of 
multionational corporations. This Is a very limited definition. Our 
studies at the Institute of Public Administration revedl that a 
substantial number of erstwhile Branches and subsidiaries of foreign 
companies have recently reduced foreign equity holdings to 39iS per cent 
only. This places them outside the net of FERA. If one were to 
realistically determine foreign character of Indian companies, it would 
be more appropriate to classify companies on the basis of managerial 
control and other operational business realities than the pattern of 
equity holdings. We have reasons to believe that a good number of the 
companies now included under the category of 'others’ could indeed be 
classified under the category of multlonationals. Similarly, some of 
the companies having closer business links with Indian Rouses than what 
is voluntarily disclosed or was found by past official Committees could 
be shifted to the category of Indian Monopoly Houses. The limited point 
to be underlined is that the share of Monopoly Houses and Multinational 
corporations in the total number of excess capacity cases is an 
understatement as reflected in the present analysis. 

Methodological Limitations 

12. The present analysis is limited to percentage analysis of excess 
capacities. This methodology has serious limitations which need to be 
clearly understood. Under percentage analysis, the degree of excess 
capacities in large and small industrial units get equated even when a 
large unit had excess capacities of much larger significance in absolute 


terms. A unit, for instance with 100 tonnes licensed capacity of a 
product and having 2CC tonnes installed capacity would be seen on the 
same footing as a large unit of 1,000 tonnes licensed and 2,000 tonnes 
installed capacity. The. percentage approach, therefore, has a built-in 
bias against smaller units as it reflects the degree of violations by 
monopoly Houses and muitionational corporations, which are bound to have 
a much larger base, in a softer light. Secondly , one must keep in mind 
that the capacities licensed for different products are not comparable. 

♦For instance, the percentage of excess capacity for ’bolts and nuts' 
should not be treated equal to the percentage excess in the number of 
complete large machines. The analysis of violations in terms of 
percentages, though useful for examining Implications of a general 
policy of capacity relaxations, needs to be carefully read. One way of 
approaching the problem could be in taking the rupee value of the 
licensed and excess capacities installed by the companies. 
Alternatively, the capacities could be measures in terms of investments 
needed to install these. This task, however, can be undertaken by an 
official agency alone. Thirdly , there would be substantial difference 
in the economic significance of excess capacity violations if the 
products are seen with reference to market conditions. For instance, a 
violation in an area where the product has a premium, due to some 
reason, -.ae thing and the same extent of violation for a commodity 
having no market premium, another. Fourth ] y, while examining excess 
capacity cases it needs to be ascertained if the violating company had 
established additional capacities while new capacities were on the 
"Banned Items" list or new licences were only being issued for backvjard 
area locations, small scale sector or for certain specified group of 
entrepreneurs. For evoiving and more so for implementation of an 
appropriate policy towards the excess capacity phenomenon, the 
Government has to go case by case, general policy of liberalisation 

in licensing would be illogical and against public interest. The scope 
of this study is, however, a limited one. The important aspects have 
been only listed here. 

Excess Capacities Mainly with MMCs and 

13. Table-II shows the distribution of excess installed capacities as 
per association of the companies involved. The largest number of excess 
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capacity cases belong to Multionational Corportions, and Iiidiaxi Monopoly' 
Eooses. Between themselves they account for nearly two thirds: of the 
excess capacities* The largest number of casesj and particularly , those 
having more than 25 per cent excess installed capacity, is ,of 
Multionational Corporation (See line 2 and columns 3, 4, 5 and; 6 of 
Table-II). This needs to be viewed in the background of the total 

number of, FEM companies (which stood at 492 during 1979)* As against 

€ ■ 

this, the number of MRXP Act and Dutt Committee listed companies of the 
Indian Monopoly Houses would be nearly 1,500. For the category of 
'others’ the total universe may be placed at a minimum of six to seven 
thousands. The total number of the multinational corporations (FERA 
companies) engaged in industrial activity is small. For instance, in 
1978, the number of subsidiaries of foreign companies was only 204. Out 
of these a good number was of tea companies which is not covered under 
industrial licensing. In terms of size, there were nearly sixty MNGs 
only which can be considered to have significance in the national 
context. Therefore, the fact that the largest number of excess capacity 
cases are of the KNGs would suggest that foreign companies, in general, 
show little regard for Indian regulatory legislations. Viewed 
from another angle the Indian regulatory system, at least in licensing, 
has been least effective over foreign companies. It should also be 

Table - II 

Showing Distribution of Excess Installed Capacity Cases 

According to the Nature of Association of the Companies 


SI. 

No. 

Nature of Companies 

Up to 
25 % 

25.0 - 
25,. 9 

26.0 - 
49.9 

- 50.0 
99.9 

- 100 & 
above 

Total 


<1) 

(2) 

(3) 

(4) 

(5) 

(6) 


1. 

Multinationals 

45 

27 

33 

26 

69 

200 

2. 

Indian Houses 

77 

20 

24 

17 

31 

170 

3:. 

Others 

70 

19 :: 

: 35 


38 

196 

4. 

Total 

102 

66 

V 92 , 

77 

138 

566”" 



noted that since foreign private investments are supposed to be only in 
such industrial activities where indigenous technology is not available, 
the MNCs in India would invariably enjoy, a monopoly position in the 
economy. Thus, the fact that MNCs would now be the main beneficiaries 
of the new industrial policy (as indicated in the statement of the 
Minister of State on July 23, 1980 in Lok Sabha) throws a variety of 
serious issues with regard to the processes of decision-making at the 
Ministry and national levels. 

14. The capacity of MNCs in violation of national regulations is of a 
far superior nature than that of others. A telling example of this is 
prcviaea in the case of Colgate-Palmolive (India) Ltd. The following 
extract from the company's Annual Report for the year 1979 refers to the 
capacities installed in the area of cosmetics and toilet preparations. 


"The Industrial undertaking was e.stablished prior to the enactment 
of the Industries (Development & Regulation) Act^ 1951. The 
Company, therefore, did not require any industrial licence at the 
time or its undertaking. In 1957. the Company was granted a 
licence for substantial expansion for the manufacture of Tooth 
Paste, Face Cream and Snow, Talcum and Face Powders, Oils and 
Shampoos and other requirements. The company applied for 
endorsement of productive capacity on its Registration Certificate 
under the Industries (Development 6 Regulation) Act j 1951 in 
pursuance of Government Notification No. S.O./IDRA/IO/ 75/2 dated 
July 5, 1975. The Government's endorsement of the annual 

? reductive capacity communicatd through their letter of February 
4, 1979 was for Tooth Powder 771 tonnes and in respect of Tooth 
Paste works out on three shift basis to 1388 tonnes which are much 
below the Installed capacity of 2,025 tonnes and 6,982 tonnes 
respectively and the actual production achieved during 1979 of 
2,400 and 5,964 tonnes respectively for these products. The 
Company does not share Government's view in this regard and it has 
informed Government accordingly", p.2,1. 


A number of products, in which excess industrial capacities are reported 
to have been established by MNCs are, incidently, reserved for the small 
scale sector and the products cater to the needs of the Indian elite. 
If unauthorized capacities have to be regularized at one stroke one 
fears that the very justification of maintaining the list of products 
exclusively reserved for small scale units would disappear. There are 
two additional aspects of the licensed capacities with foreign 
companies. One, one finds that the plea for having excess capacities is 
similar in the case of a number of MNCs. Is it due to administrative 
coordination among the MNCs? Two, cne also comes across cases where 
excess irtstalled capacities are also accompanied by a much higher 
production and sales of these products. For instance, Philips have a 


licensed capacity of 2,25,000 fittings, installed capacity was 2,50,000 
and actual sales stood at 9,12,000 pieces (the sales heing more than 
four times the licensed capacity) the value being ils. 7.90 crores for 
the year 1979. There are a number of other instances of similar nature. 
The higher sales can only be explained in market purchases by the 
Company which are sold by it under its own brand name. The company, in 
such operations is acting as a trading set up. 

Table-Ill shows a distribution of the number of instances of excess 
capacity for the MNCs. It would be observed that one most prominent 
company in the list is Philips (PEICO) with 12 products in which higher 


Table - III 

Showing Names of HNCs Having Excess Capacity 
in 4 or More Products 


(Number of Cases) 


SI. Name of the Company 

No. 

Less than 
25% 

25.0- 

25.9 

26 - 
49.9 

50 - 
99.9 

100 and 
above 

Total 

1. Philips (PEIGO) 

8 

— 

3 

1 


12 

2# Hindustan Lever 


3 

1 

O 

-4 

11 

3. Dunlop (I) 

2 

5 

2 

kl ' 


11 

4. Siemens (I) 

3 


2 

1 

4 

10 

5. Schrader Scovill Duncan 

— 


— 

1 

9 

10 

6. Sandoz (1) 

— 

- 

1 

3 

5 

9 

7. Eoehringer Knoll 

2 


— ■ 

- 

6 

8 

8, G.K.W. 

1 

— 

3 


3 

7 

9. Glaxo 

1 

■* 

— 

— 

6 

7 

10. Bestcbell 

1 


2 

1 

2 

6 

11. Union Carbide 

1 

2 

1 

1 

1 

6 

12. G.E.G. 

2 

- 

1 

1 

■ 2 ; 

6 

13. English Electric 

3 

2 




5 

14. Hindustan Ferodo 

— 

1 

3 


1 

5 

15* Pfizer Ltd. 

— 

1 

— 

1 

,3 

'5 

16. Richardson Hindustan 


2 

1 


V’ : 2 ; 

5 

17. Steel & Alloy 

3 


1 


- 

4 

18. Bayer. (I) 


1 

— 


3 

4 

1 9 . Indian Oxygen 

2 

1 


1 


4 

20. Efickitt & Colman 

— 

■ 

1 

1 

2 

4 


Notes Hind Rectifiers, Hindustan Brown Boveri, Indian Aluminium, 
Garware Paints, Goodlass Kerolac & Indian Explosives had three 
cases each. Two cases of excess capacities existed with 
Hindustan Pilkington, Trivenl Tissues, Aluminium Industries, 
Khandelwal Ferro Alloys & Fibreglass Pilkington. One case 
each was observed for: Chroride India, I.C.L., Stone & Platt, 
Shah Malleable, Wheels India, Associated Bearing, Gabriel 
Indabrator, Inger soil Rand, International Combustion, Albright 
Morarji, BASF, Parry, Crescent Dyes, Cyanamid, British Paints, 
CEAT, India Foils, Pierce Leslie, Vazir Sultan, WIMCO, IDL & 
J.L. Morrison. 
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capacities ara reported. It would be desirable to examine each case 
individually to determine economic implications of the excess 
capacities. In a good number of cases it is seen that the installed 
excess capacity is uniformly higher by 25 per cent. This, probably, 
shows that such companies have reported the installed capacity is 
supposed to be a technical matter, de-facto it has been dealt with as an 
administrative and legal issue. 

Table-IV shows the number of excess capacity cases for each 
individual House. The most striking case is that of the Birlas, with 46 
instances. « The second position is of the Tata’s with 8 products, 


Table - IV 


Showing the House-wise Distribution 
of Excess Capacity Cases 


Less 


SI. 

Eoiuse 

than 

25 - 

26.0 - 

50.0 - 

IGO.G & 

Total 

'No • ' 


25% 

25.9% 

49.9% 

99.9% 

above % 



(1) 

(2) 

(3) 

(4) 

(5) 

(6) 

(7) 

1'. 

Birla 

18 

4 

7 

8 

9 

46 

2. 

Tata 

5 

2 ' 



1 

8 

3. 

'Walchand 

1 


1 

2 

Q 

7 

4. 

Banja:ur 

4 

— 

I 

1 

i 

7 

5. 

Saiabhai 

1 

2 

1 


2 

6 

6. 

Shri Earn 

1 

2 

1 

- 

2 

6 

7. 

Kamani 

— 

— 


1 

5 

6 

8. 

J.K. 


1 

1 



5 

9. 

Mahlndra 

2 


1 

- 

2 

5 

10. 

KiJ lick 

4 

mm 

... 

w 

•» ' ' 

h 

11. 

Mafatlal 

4 

mm 



..I* 

4 

12. 

S.P. Jain 

1 

mm 

1 

- 

1 

3 

13. 

Sahu Jain 


1 

1 


1 

3 

14. 

Escorts 

1 

— 


2 


3 

15. 

Kirloskar 

2 

" 

1 


**' 

.3, 


Note; 


Two cases each of excess capacity were found for: Thanar, Amin, 
B^ja 3, Chidambaram, Kasturbhai Lalbhai, Khatau and Modi: and one 
each for A.R. Kumar, Bird Reilgers, G.K.W., Goenka, Golden 
Tobacco, I.T.C., Indra Singh, Kothari, Kilachand, Kangaldas 
Parikh, Mohan Meakin, Muthiah, Naidu G.V., Natdu V.R., Rallis, 
Raunaq Singh, Somaiya & Thackersay. 


followed by Eangur, and,: Walchand with 7 cases each. In view of the most 
prominent place occupied by the Eirla’s it may be pertinent to reproduce 
two of the main observations of the Dutt Committee with regard to this 
House' i: 
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Cb. the question of industrial licensings the ILPIC obsarvedt „ 

'’•.«The Twenty Larger Industrial Houses obtained a share which, was 
slightly higher in some respects than others in' the private 
corporate sector. But whether in the case of individual products 
or in regard to individual Large Houses and Large Companies, 
disproportion is observed only in the case of a few, the most 
prominent among theEi being Birla*‘ (emphasis added), p. 74. 


And with regard to p're--effiption. the ILPIC observed: 


'L.. From our aggregative .analysis and case' studies 5 we have found 
that among the Houses which were responsible for various forms of 
pre-emption, the most prominent is the House of Blrlas. They, held 
the largest number of unimplemented licences, made repeated 
attempts to obtain a large number of licences for many products, 
created excess capacities and tried to have them regularised 
afterwards and also produced more than authorised capacities** 
(emphasis added), p. 95 . 


This study has attempted to present a factual position with regard 
to excess capacity instances as (existing during 1978 and 1979. The 
implications are only too obvious* How, it is for the policy makers to 
decide for themselves, with such facts to their knowledge, if they would 
still iik€’. to opt for a policy of regularization of excess capacities. 
Their decision would mainly benefit the Multinational Corporations and 
Indian Monopoly Houses. Additionally, the regularization would be at 
the cost of other national policy objectives like (i) protection and 
promotion of small scale industries, (ii) development of indigeneous 
technology and enterprise, (iii) avoidance of concentration of 
industrial prcducticn in few private hands, and (iv) reduction of 
regional disparities. 
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Under the new licensing policy ^ as announced by M.D* Tiwari in Lok 
Sabha on April 21 » 1982, the Government would regularize excess 
capacities in the scheduled industries established by private sector 
companies in violation' of the IDEA* The new capacities to.be treated' as 
the licensed ones,, would be on the basis of the highest production level 
reached during the past five years. The new approved capeities would-be 
nearly 66 per cent more- than the production level already reached. -The 
.new policy is justified on the plea of productivity. ¥hat are the 
implications of the new policy? How productive would this concession 
be? 

To understand the real implications of the new policy one needs to 
have an objective overview of the licences issued and the degree of 
their utilization. Table-I shows the level of production as against the 
size of licensed capacity for 729 companies which are quoted on stock 
exchanges in India. The data refers to the companies’ financial year, 
ending 1979. The overall picture shows that out of the 2,948 licences 
held by these companies, in only 186 (5.3 per cent) licences is the 
level of poduction higher by more than twenty-five per cent of the 
capacity licensed. On the other hand, out of the total more than 76 per 
cent of the licences were being utilized by less than 75 per cent of the 
capacities licensed. In this framework, if the objective of the new 
policy is to encourage productivity , where should the action have begun? 
Should the required policy to be reward those who have been persistently 
violating the licensing provisions by producing far in excess? Or, 
should the policy be so evolved as would assist the 76 per cent to 
utilize the capacities already licensed? 

If the objective of productivity improvements was to be achieved, 
the logical and rational policies would be to enquire as to why the 
capacity utilization in the private sector was so poor. It is well 
known that low capacity utilization in the public sector is often taken 
as an index of the in efficiency of the government sector. Executives 
of public sector enterprises are pulled up and many are sacked for low 
capacity utilization, but what is done in the private sector in India is 
still never discussed openly. If the Government's objective is 
genuinely to raise production and productivity, the decision required 



Table - I 


Showing the Distribution of Licensed Capacities 
According to the Range of Utilisation 


S 

Percentage 

Utilisation 

Number' of ■ 

Product Licences 

Percentage 

(1) 

(2) 

(3) 

(4) 

1. 

0 - 25 

1357 

46.0 

2. 

25 - 75 

905 

30.7 


0 - 75 

2262 

76.7 

3* 

75 - 100 

329 

11.2 

4* ' 

100-125 

171 

5.8 


75-125 

500 

17.0 

5. 

. Above 125 

186 

6.3 


Total 

/ 2948 

100.0 


would be to cut down the licensed capacity to the level of actual 
production, and in lieu of the cancellations, issue new licences in 
these areas to those who would implement these in the minimum possible 
time. Why should there be a ban list or applicants denied licences when 
the ^resent licence holders were not able to utilize in full the already 
licensed capacities; By cancelling or reducing the level of licensed 
capacities in the light of actual production, the Government would be 
able to end all cases of pre-emption and to reduce the hold of 
artificial monopolies created and protected by the licensing system. 
The overall impact of this approach could be the introduction of some 
rationality in the system. 

Apart from knowing the extent of under-utilization, it is equally 
relevant to ask: who are those licensees who are not utilizing their 
licences fully? Table - II provides an answer. Out of the 2,262 
underutilized licences (each being utilized lower than 75 per cent of 
the licensed capacity), 619 have a zero level of production. Of these, 
110 (17.8 per cent) are held by FERA companies and '229 (37.0 per cent) 
by companies belonging to Indian Mbnopoly House's. Total neglect of 
utilization of licences is more common with the FERA and Big Business 
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Table - II 

Showing the Licensee categorywise distribution 
of Under-utilization Cases 


S^NO. Licensee 

Category 

Ran 

ge of Utilization 
(Per Cent) 


0 Less than 

25 

25 - 75 

Less than 
75 

(1) 

(2) 

(3) 

(4) 

(5) 

(6) 

1. 

Large Houses 

229 

521 

389 

910 


excluding FCS 

(37.0) 

(38.4) 

(43.0) 

(40.2) 

2. 

B*. C* €• 

110 

251 

174 

425 



(17.8) 

(18.5) 

{19-2) . 

(18.8) 

3« 

Others 

280 

585 

342 

927 



(45.2) 

(43.1) 

(37.8) 

(41.0) 


TOTAL 

619 

1357 

905 

2262 



(100.0) 

(100.0) 

(100.0) 

(100.0) 


companies than with smaller Indian companies. If one group's all the 
2,262 licences, which remain substantialy under-utilized, one finds, 
once again, that nearly 55 per cent of the licences are held by those 
companies which are either constituents of the FERA or Indian Big 
Business. 

For FERA or Big Business Companies the absence of financial 
resources or technological capabilities could not have been the reason 
for their poor performance in implementation of the licences held. At 
the same time, if the poor performance was due to absence of market 
demand, the remedial policy framework would have to be wholly different. 
One would need to identify the reasons as to why larger capacities were 
licensed than demand estimates. Afterall, creation of industrial 
capacities does mean utilization of national resources. One suspects, 
however, that the lower level of industrial production, as compared to 
that which is licensed in the private sector, is due more to the 
restrictive and monopoly practices resorted to by the licensees, than to 
other justifiable reasons. 

There could be one valid reason to explain the lower level of 
production and that is, shortages of power and industrial raw materials. 
As a general proposition one cannot disagree with the plea of shortages; 



particularly with regard to power. But one has to ask a related 
question; Is it so that companies which were not fully utilizing their 
industrial licences were unable to do so in case of all the licences 
held my them? Or, does it happen that the excess and under-utilization 
phenomena were noticed existing side by side in the same company, during 
the same period? It may be that for a few products a company produced 
in excess of licensed capacity, and for many other products it practised 
gross under-utilization. An objective answer is provided in Table-Ill. 
It shows the distribution of 729 Indian companies which hold industrial 
licences and have production exceeding that licensed, while also holding 
licences which are not utilized by more than 60 per cent of the 
authorized capacity. 

Table - III 

Showing the Distribution of Companies According to 
the Number of Excess and Under-utilized Licences 
held by them 


Number of licences 

Number of 

Licences 

utilized 

more than 

Total 

utilised less than 



100 per cent 




60 per cent 









0 

1 

2 

3 

4 

5 


0 

114 

42 

4 

2 

0 

0 

162 

1 

190 

24 


2 

1 

1 

223 

' 2 

75 

14 

3 

0 

2 

2 

96 

3 

43 

10 

4 

4 

2 

4 

67 

4 

37 

4 

2 

1 

1 

3 

48 

5 

22 

5 

1 

0 

0 

3 

31 

6 and above 

50 

28 

13 

7 

3 

1 

102 

TOTAL 

, 531 

127 


16 

S 

14 

729 


It would be seen that out of 729 companies as many as 531 did not 
Indulge in violation of industrial regulation i.e. none of these having 
produced more than the licensed capacity. These companies did have 
under-utilization for the licences held by them. The phenomenon of 
excess and lower utilization for the licences held by the same company 
was observed in 198 cases only. Table - III also shows clearly that 
there were 9 companies which held 5 and more of under-utilized licences, 
whereas these also had excess production in some of the licences held^ 



■ leaching a level of production which is in excess of llcens:ed 
capacity^ cannot be without diversion of power and other scarce-raw 
materials from the products in which capacity utilizaion was low*^' 'M 
of the scarce raw materials- are common for a large many industrial 
products* ' 1' company may decide to produce far in excess of the 
authorization by keeping production of the less profitable items at a 
lower level.' Such practices are bound to result in distortions in 
■supply position — excess prodetion for high priced goods and lower 
■■production 'for goods for which higher prices cannot be charged. At the 
'same time^ the company would continue to have a valid license to re'- 
enter the'product at a later date. Resort to such practices reduces 
governmental regulations and attempts at planned development to a farce. 

The most significant conclusion emerging from our analysis is that 
most of the companies which had established capacities for more than six 
products each were those which happen to be associates of 
multinationals. This iCwCludes, Hindustan Lever;, Phillips-^ Dunlop, 
Sandoz, Rallis, Siemens^ G.K.W., Boehringer Knoll, Glaxo, Dnion Carbide 
and G.E.C* The only Indian companies to fall under this category were 
Tata. Oil (Tata), Gwalior Rayon (Birla), Voltas, Travancore Chemicals & 
Manufacturing Co., Ltd. 

The new policy announcement provides that capacities indicated in 
the earlier industrial licences for such products and those companies 
which have been producing in excess of the capacities approved, would be 
of nc significance. The Government would endorse capacities in the 
light of production level already achieved, the highest during any one 
cf_ the. past five years. .The degree of /enhanced\ capacity .would:'- be 
directly related to the extent to which a company had been bold enough 
violating the Government regulations. Instead of the award of any 
penalty,, ihe violating .companies.’ get a reward.- ' To: illustrate r Crompton 
Greaves (a company of Thapars and having 37.5 per cent foreign equity) 
held a licence for production of 18,000 sets of metal cased plugs and 
sockets but its level. of production ’■ during' 1979 'was 2,24,207 i.e* nearly 
eleven-fold excess capacity utilization. As per the new policy Crompton 
Greaves would get a licence for 2.,S-8,943 units and 'would indeed be able 
to produce more than 3.73 lakh units as against the present licence of 
only 18,000 units. More serious the violation, higher the reward. 



41 


Where do the excess capacities exist? For a pointed discussion it 
would be more relevant to list cases in which the violation of the IDF^ 
has been more serious i.e. the products in which production level 
reached during 1979 was higher by 100 per cent and more. Table - IV 
shows the distribution of 62 such cases. It would be seen that 33 out 
of the 62 cases belong to foreign controlled companies which are well 
known multinationals of the western capitalist bloc. Indian Big 
Business and MMcs jointly were responsible for 55 cases out of the total 
of 62 cases of serious violations. Who would benefit the most from the 
liberalization policy should be only too obvious. It is only a handful 
of companies — but these happen to be important and influential. 

m ■ 

Table - IV 

Showing the Grouping of Violators of 
Licensed Capacities 


(Number of 100 per cent of 
more violation cases) 



Cases belonging to 


Range of Excess 
Capacity Utili- 
zation as Per cent 
of Licenced 
Capacity 

Foreign controlled Large Houses Others 
companies (MNCs) 

Total 


100 - 200 

19 

12 

6 

37 

200 - 300 

5'. 

■ ' 3 '^- 


8 

300 - 400 

2 

2 

1 

5 

400 - 500 

2 

- ■ '-I- 


, ■ 3 

500 and above 

5 

4 

0 

9 

TOTAL 

33 

22 

1 J’ 

62 


The new policy also announces the enlaragement of the list of 
industries under Appendix 1 to the Industrial Policy Government 
Decisions of February 2, 1973. This opens up, according to the new 
policy only five areas for FERA and Indian Big Business (MRTP 
companies). A more detailed examination reveals that the new areas are 
not only the five admitted, but the liberalization is far more 
extensive. Annexure I shows the changes now introduced as against what 
was contained earlier. There is, probably; much more In the list than 




what meets the eye at the first look. For instance, by bringing in the 
'components' in the case of newly added items, a good deal of scope has 
been extended in the areas which should have been reserved for 
development in the small scale sector. 

Further, there is no explanation why the new industries have become 
core industries. Was this a result of any undisclosed objective enquiry 
or study, or is the list being enlarged to accommodate different 
pressure groups? It is equally relevant to ask if such substantial 
changes had to be made, why this proposal could not be discussed by 
Parliament or other expert groups, before these industries are elevated 
to core industries. If nothing else, one should be able to see the core 
character in the Five Year Flan, why did this question remain untouched 
in the Planning Commission perspective? 

Another aspect of the new policy concessions is that all Lage 
Houses and multinationals will also be permitted to set up units outaide 
the Appendix I list of the products if the units are predominantly 
export oriented i.e. 60 per cent export in respect of items not 
reserved, and 75 per cent for items reserved for the small scale sector, 
while granting this coftcession no limit has been placed on the new 
investments of the multinationals or Indian Big Business. It is ohvius 
that 25 per cent production of a large unit like the Bata, Colgate, 
Palmolive, Phillips or GEC would be enough to ensure the closure of 
thousands of small scale units. The MRTP commission had shown how 
Phillips while exporting indulged in transfer pricing. Now comhind with 
the advantage of local market entry such units would flourish fast and 
make a mockery of the policy of reservations. In any case, it is well 
known that in operation, the IBM is being openly flouted by many of the 
large, influential and foreign companies. For instance, out of 62 cases 
of gross violations, 8 happen to be in products which are reserved for 
the small scale sector. Britannia Industries holds a licence to produce 
only 3,600 tonnes of biscuits etc., but its actual production during 
1979 stood at 34,907 tonnes i.e. excess by 869 per cent. Similarly, in 
the case of soap, a product reserved for the small scale sector, the 
Hindustan Lever held a licence for production of 70,108 tonnes, but the 
actual production was 162,278 tonnes i.e. 131 per cent excess 
utilization. J.L. Morrison held a licence for production of 31,250 kgs 
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of medicated toothpaste, but actual production was 67,196 kgs. i-e. 
excess production by 115 per cent. (See Table V, and Annexure II for a 
list of ail such cases). 

Of the 62 cases of gross violations there were 12 cases covering 
products which are under special regulations. In this list also the 
most prominent ones are: HMM Ltd. (FESA company) produced 743 tonnes of 
ghee and butter against the licensed capacity of 255 tonnes. Hindustan 
Lever, APV Engineering, Glaxo, Bayer were companies (all foreign 
controlled) which appear to have flouted the regulatory norms of the 
Government.. (See a list in Annexure III. A list of another 42 cases is 
given in Annexure IV.). 

Table - V 

Showing Classification of Cases of Gross 
Violation of Licensed Capacities 


(Mumber of cases with 100 
per cent or more violation) 


Range of Violation 

Items reserved 
for small scale 

Items covered 
under special 
regulation 

Others 

Total 

100 - 200 

7 

7 

23 

37 

200 - 300 


1 

7 

8 

300 “ 400 



5 

5 

400 - 500 


1 

2 

3 

500 and above 

1 

3 

5 

9 

TOTAL 

‘ 8 

12 

42 

6'2 


While the above are only a few cases of violations which have been 
reported for many years, this does not take note of the fact that many 
companies, particularly those belonging to multinationals, do not even 
hold any valid licences for production of items which are reserved for 
the small scale sector. For instance, Colgate Palmolive in their 1979 
Annual Report have reported production of 19 lakh dozens of tooth 
brushes and shave brushes for which they do hot hold any licence. The 
company, in fact, asserts that it does not require any licence. 
Similarly, Britannia Industries, a multinatiohal, does not show any 
licensed capacity but has been engaged in production of more than 40,000 



toanes of bread. Eeckitt and Colman (1980 Annual Eeport) claims that .no 
licensing is applicable to them for production of food products, 
detergent preparations and polishes and compositions# Bata,' in its 
annual report for 1979 only mentions that applications for endorsement 
of productive (installed) capacities have been made and they are pending 
under consideration by the Government of , India# A large number of such 
cases of open and blatant violations could be cited# What, has the 
Government done either by way of punishment for the violating companies 
or in the interest of protecting the small scale units? 

The facts bring out that the new licensing policy would indeed 
benefit only a small number of companies# The single most important 
groups would be the foreign controlled companies and a few of the Indian 
Big Business companies which have shown little 'regard for. ec.onomic 
regulations. Secondly , the extent of the rewards of the liberalization 
would depend upon the boldness demonstrated during the five years in 
producing commodities in excess of that authorised*. Thirdly , there is 
virtually no enforcement of reservations for the small scale sectors. 
There have been violations in the past and these continue without any 
punitive action. Now there would be an open entry by large companies 
into areas reserved and once production capacities get built ™ under 
the plea of exports — the output would be dumped, very conveniently, in 
the home market. Export obligations, during the past, have proved of no 
constraint# This was brought out by Tandon Committee as also by many 
other Government inquiries. On one or the other plea, export 
obligations are waived#. 

One may ask: how is this new licensing policy, in any way, 
conforming tc the- spirit and letter of' the. 195.6 Industrial "Policy 
Resolution? Will such , liberalisation ' help India , achieve , .self --relianc'e 
“ if indeed, it is intended to^do so? And after all this, what doubts 
can remain about the conditionality of the IMF loan? 
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Annexure I 


Showing Additional Items and Elaboration of the Existing, Items in 

■Appendix I^' 


Indus t:ry . flewly Added Items 


lx Metallurgical Industries Automotive castings j C£G iron castings 5, 

aluminium foils 3 Sponge Ironand 
Pelletisation- 

Alternate energy systems like solar 3, 
wind etc- and equipments thereof Gas/ 
liydro/Steam Turbines from 20 
60 mw. 

3* Electrical Equipment Power and distribution transformers, 

. power relays^T*swit.chgear,, synchron- 
ous condensers, industrial furn.aces,, 
component wi r esf ormanuf a tureof 
• lead-in-wires, Hydro/ steam/gas ■ 

generators from 20 mw- to 60 mw* 

4- Transportation Mechanised sailing vessels up to 

10,000 DWT including fishing trawlers, 
public transport vehicles including, 
automotive commercial three-wheeler 
jeep type vehicles. Industrial locomo- 
tives, Personal transport vehicles s 
(1) passenger cars; (ii) automotive 
fwo-wheeler s and 'threewheeler.* . 
Regarding two-wheelers, only expansion 
of existing units, sub jectto an export 
obligationof 25per cent on additional 
capacity: Specialised automotive com- 
ponents, such as pistons and piston 
rings, fuel injection equipment, auto- 
electricals ,■ such as starter motors, _ 
generators, spark plugs, rear axle 
assembly, brake and clutch assembly, 
tyre/tube valves, wheels for automo- 
biles and bimetal bearings* 

■ ■ :■■■■ /Specialised, equipment forindus trial 

■■ machinery:(l) High performance and high 
fidelity industrial valves as may be 
specified by the Ministry of Industry; 
(2) Centralised Lubrication§ystems; 

■ (3) Gears, gear, boxes and couplings; 

• , . . ‘ (4)Rollsfor paper mills, rolls for 


2* Prime Movers i^other than 
Electrical Generators) 



industry 


Newly Added Items 



rolling mills; (5) Pollution control 
equipment;(6)Process equipment for 
utilisation of recycling of wastes. 

6. Machine Tools 

Controls and accessories for machine 
tools, cross land tooling, engineering 
production aids such as cutting and 
forming tools, patterns and dies and 
mining tools . 

7. Earth Moving Machinery 

Construction machinery and components 
thereof. 

» 

8. Industrial Instruments 

Electromedical Instruments and 
laboraory equipment. 

9. Chemicals 

Petro-chemicals : (1) Catalysts and 
Catalyst supports; (2) Photographic 


chemicals; (3) Rubber chemicals; 

(4) Polyols; (5) Isochyanates , Ure- 
thanes, etc.; (6) Speciality chemicals 
for enhanced oil recovery; (7) Heating 
fluids; (8) coal tar distillation and 
products therefrom; (9) Tonnage plants 
for the manufacture of industrial games 
(10) High altitude breathing oxygen/ 
medical oxygen; (11) Nitrous oxide; 

(12) Refrigerant gases like liquid 
nitrogen, carbon dioxide etc. in 
large volumes; (13) Argon and other 
rare gases; (14) Alkai/acid resisting 
cement compound; (15) Leather chemical 
and auxiliaries. 

10. Paper and Pulp Industrial laminates 

including Paper 

Products 

11. Automobile Tyres and Automobile tyre tube valves, rubberi- 

Tubes sed heavy duty industrial beltings of 

all types, rubberished conveyor 
beltings, rubber reinforced and lined 
fire fighting hose pipes. 

Float glass, toughened glass insula- 
tors, glass fishfes of all types. 
Ceramic fibres. 


14 . Cement Products 


12. Plate Glass 

13. Ceramics 


Gypsum boards, wall boards and the 
like; high technology reproduction 
and multiplication equipment. 
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Industry Hewly xMded Items' ■. 

151, Printing machinery, (1) Web-Feb high speed offset rotary 

printing machines having output of 
30,000 or impressions per hour; 

(2) Photo composing/ type setting mach- 
ines; (3) Multi-colour sheet-fed 
offset printing machines of sizes ' 

18*' X 25" -and above; (4) High Speed 
Rotogravure printing machines having- 
output of 30,000' or more impressions 
per hour. 

16. Carbon and carbon (1) Graphite electrodes and anodes; 

(2) products Impressive graphite 
blocks and sheets. 

17. Pretensioned high pressure RCC, Pipes. 

IS. Rubber machinery® 
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Govermaeiit amci Industrial Br:.velopment 


G-overnpental interver-tlons and pclicic-s play an important ■ part in 
do ter mining the pattern and rate of industrial do'^elopment . in less 
developed economics ; this, however, is more true in countries ■ like 
India which have opt-'-d for planned economic development# In addition^ 
to determining the size of plan outlay and financial sectoral 
allocations each plan icxdicates industry targets and specific 
progiaHimes to be implemented during the period# Fiscal and monetary 
policies are directed to provide selective support’ ' and, 
discouragement to industrial ' operations within the overall fmmework of 
plans* Governmental interventions, generally speaking, take three 
forms, namely, (i) Direct participation (public sector investments 
and nationali zation), (it) Regulation .(licensing, price control and 
other restrictions); and (iii) Promotion (provision of infrastructural 
facilities, economic incentives, administrative priorities,' and so'' 
on). Formal authority for- government action is backed by 
appropriate legislation. Some of the important enactiments, 
having a direct bearing on Indian industrial development, are: 
Capital Issues (Control) Act 1947; Industries (Development and 
Regulation) Act 1951; Essential Commodities Act 1955,; GompaBies 
Act, 1956; Monopolies and Restrictive Trade Practices Act 1969; 
and Foreign Exchange Regulation Act 1973* 

Regulation of Industry 

2. ■ Framework of Indian,- industrial policy.,, , as ref I'Ccted in' ' the..': 
Industrial Policy Resolutions of 1948 and 1956, is the one outlined in 
the pre-Independonce , Industrial "Policy Statement " of ,1945. ,ln fact', ■ 
it was in pursuance of the 1945 statement that most of the Indian 
^enactments were, proposed and ado.pted.^ I^hile 'Some 'o.f the ehactm'ent.s 
have ' beim revised many others', continue to be . 'the" 'same. ■ Secondly,'-"': it 
needs to be undw-rlined.' that most . of the regulatory ' legislation 
in India is mod^ilied on the British enactments. There has, of 
course, been a time gap between the year when British adopted the 
legislation and India went for it.^ The place and significance of 
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regulations in a planned economy has, for obvious reasons, to be 
different than that of an industrially developed nation and believing 
in superiority of market mechanism system for optimai. allocation of her 
resources. However, India, which !’.as sought to pursue planned path of 
development for establishment ox a socialistic pattern of society, in 
matters of legislation, followed the British. To provide the 
legislation with the necessary “teeth' heavy reliance has been placed on 
executive action and administrative discretion. A conspicuous feature 
of the Indian policies and legislations is the built-in mechanism which 
allows abundance of powers to government system to allow exemptions to 
general rules, under the vaguest possible provision 'whenever public 
interest so demallds^■ Since the exercise of power^ in public ' interests 
has to rest with the administrative set up in power, it leaves uriimited 
scope to discretion and adhocism (and therefore convenience) in 
Implementation of various public policies and programmes. 

Birect FarticipatloML by State 

3. The need for direct state participation in the Indian economic 
system has been recognized on many counts.^ Accroding to the 
Industrial Policy Statemenr. of 1945, state had to take direct 
responsibility in defence and basic industries, public utilities, 
railways and transport, power generation, irrigation and the provision 
of industrial infrasicuctures. The Industrial Policy Resolutions of 
1948 and 1956 restated the same approach with some difference of 
emphasis and elaboration. Since Independence some of the Indian 
commercial banks, life and general insurance business, airlines, power, 
coal and certain other industrial activities have been brought under 
direct ownership and state control.' The precise • rationale for takeovers 
has varied with time and the nature of economic activity being brought 
under direct state control. The degree of direct state participation in 
the economy, however, has risen mainly as a result of the plan 
investments, particularly, in basic industries. Fast growth in the size 
and nature of public sector activities is bound to have impact on the 
overall process of industrial development as also on the private sector 
industrial developments. Public sector in India according to the Second 
Five Year Plan, should achieve commanding heights in the economy. The 
precise objectives of achieving the heights were never explicitly 
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stated.. FinartCial performance of Indian/ public sector units is assessed 
yearly and the size ox loss and profit; of public enterprises is 
discussed widely^ The role of public sector in the process , of ' Indian 
economic de^-elopment and for whose benefit has the public sector been 
performing;, are rarely discussed even at the top policy making levels* 
Vagueness on criteria for assessing performance of public sector still 
continues. 

Froittotioiial Institutions 

4. The number of specialized public sector promotional institutions ser 
up duri-Bg the past 30 years is. quite large. These have come to occupy a 
strategic place in the priyaie corporate sector. LMational. level bodies 
like the Industrial ■ liev eiopmenr Bank of Indian Industrial Finance 
Corporation, Unit Trust of Iridia^^ Industrial Credit and Investment 
Corporation of India assist large units. The Statr financiai and 
industrial development corporations were consicuted to assist small and^ 
medium size enterprises. Additionally, speciaiisecl Funds were 
established to extend cheap and easy funds to encourage shipping, hotel 
and certain other industries. If one takes all public sector financial 
institutions together, it would be stf?.en that these are the, most 
important share-holders of the organized industrial sector. Of late, 
the financial institutions have started promoting joint industrial 
projects in collaboration with private' industrialists. 

5* In short, government policies, programmes and pullic sector 

institutions have an important place in the process of.; industrialization 
in India*. If , the're are negative- instruments for government ' ac 
(industrial licensing and other restrictions> the;', system also ■ has-: > ^ 
variety of promotional policies, .programmes .and, , Institutioiis* , .,-ihe 
governsient , has taken upon itself the -primary responsibility 'to .devel-o.p:- 
basic and strategic industries in 'order to ■ ensure balanced . .and; .sustained 
process of, industrialization.^ .One - could. In this f ra.mewo,rk,' :dis-cu:SB^^^^^^ 
the question of ma'king' social science lesearcb more relevant to the 
process of industrial development ■ .1 y conducting operationally 
significant policy oriented 'Studies* May it be in the area of 
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Section - II 


6* To undertake meaningful research studies and be of relevance tO' 
policy issues and policy makers, social scientists have to have: (i) 
willingness to participate; (ii) availability of requisite re.seareli 
funding; (iii) access to the relevant data, and (iv) an institutional 
framework for communication and inter-action. For tunaxely, Indian; 
researchers do not , appear to have much difficulty in ' the area of 
communications* In India re sc^arch studies can be easily '■ published eand 
the' findings, particularly in the area of industrial development, do 
attract quick attention of the government, legislators, political 
parties and civil services. . However, the communication systi;.m seems, to 
operate in, one direction. Regular forums for Interaction between 
researchers, political personalities and civil servants , are nearly ^, 
absent* Each group seems to inspire little confidence of the others*' 
To group seems to inspire little confidence of the others, of social 
sci'entists, poi it icians'^ interest is in populist policies; and 
politicians consider social scientists as ivory tower personalities* In' 
this framework, each group has become irrelevant to the other. The need, 
for regular dialogue cannot be overstated.' However, the major problems 
of .social science research in industry are mainly in the first three'' 
areas. 

Bilesiiia. for Social Scientists 

7# . A problem., peculiar, to research in' the. field of .industry is that ■. 
util ike. agricultur'e, constituents of the universe of investigation are, 
comparat.ively .speaking,;,, 'organised., vocal, educated, resourceful and 
influential in public life* For instance, a social scientist could 
safely bring' out the ' question of domination of landlords and instances 
of .exploitation, of landless labourers in the country as a whole or in 
one,.,, area; , the researcher .would,. have .to never . face ■.direct.,- questions. 'from 
l,a.ndiQ'rd.3'.. .':If o.ne ''Wa;s, , to, '..p.ublish research results which' showed a 
section of industrialists in adverse light,- the researcher' would very 
soon be faced with public criticism — ' some- legitimate but most of it- 
inspired, ill-informed and some- time even abusive in character*. 
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However, if a researcher in the broad area of industry confines himself 
to model building and remains contented with 'carpentry', he would 
remain uadisturbed, and incidentally, mostly irrelevant too. Any 
research output that could be suspected to have potential of Influencing 
industri^ policies, (and could adversely effect economic interests of 
those who happen to be now the beneficiaries) would undoubtedly attract 
quic]o and adverse commentry from industrialists and their organized 
associations. Social Science lesearch in industry is politically 
sensitive. As a result, scientific objectivity of the acad€;mics in the 
area can be easily questioned. One is, therefore, not very sure if many 
social scientists would indeed like to participate in an area which can 
drag them into public controversies — with likely consequences on 
future career and employment opportunities. Also, policy oriented 
research may not appear to be academically very rewarding to many in the 
face of a choice for theoretical and quantitative research which can be 
publishd in internationally recognised and prestigious academic 
journals. The problem acquires a new dimension if the researcher 
happened to be employed in an organization that would like to avoid 
controversies or maintain the so-called neutrality in their work. 

Funding Sources • 

8. In India, as also in most other developing countries, main sources 
for research funding are s (i) governments (through departments, 
universities and national research councils); (ii) Private Foundations 
(mainly originating from advanced countries); and (iii) Inter- 
governmental bodies. In India during the early stages of planning, a 
largo part of the social science research was funded by Ford Foundation 
and similar other foreign agencies. This strongly influenced promotion 
of research on certain lines. For instance, research funds were made 
available for establishment of research institutions and award of 
research fellowships in the broad area of agricultural, rural and 
extension research. Agricultural and rural development was also the 
priority area for Indian planning. In that setting financial resources 
posed no constraint for initiation of research in agriculture and rural 
areas. Most of the young and bright scholars were sucked into this 
system. The general pattern of initial research thrust was bound to 
generate a large number of social scientists in the area of community 



development, rural extension, farm management, and agricultural 

economics. This has led to a vicious circle; more funds for research in 

one sector, more institutions and scholars in the area; and in-turn, 

more demand for research jobs in the area. Just the opposite of it is 

true of social science research in industry. A reflection of this 

phenomenon can be found in the subject-wise pattern of research grants 

made by the Indian Council of Social Science Research during the period 

of 1S69-76. Out of the 500 research projects approved during the 

period, the number of research projects in the area of industrial policy 

can indeed be counted on finger tips.^ The low priority assigned to 
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social science research in the industrial area is also ref lectd in the 
number of academic positions held by scholars in the area at 
universities, national and regional research institutions as also within 
government. The question of research funding can also be seen in terms 
of the attitude of research output consumers which in this case, happen 
to be government and political parties and public bodies. 

Data: ISie Problem of Secrecy 

9. The third constraint, inhibiting research in the field of 
industries, particularly the policy oriented research, lies in the fact 
that the major agencies collecting data on industrial sector are under 
government control. Collection of primary data from individual 
industrial units is ridden with a variety of problems. Industrial 
units, invariably, attract provisions of income tax, excise duties, 
labour laws and other government regulations. Avoidance and evasion of 
regulations offers opportunities for economic advantage to the 
entrepreneurs. Therefore, industrial enterprises in the private sector 
are hesitant to share information and data on their economic operations. 
Even if industrial units agree to cooperate, Information and data is 
supplied only after a good deal of 'widow dressing'. One could safely 
generalise that more important an industrial unit higher would be the 
degree of resistance to cooperate. It has been possible to collect data 
on a number of operational aspects with regard to small and unregistered 
industrial undertakings but cooperation from the organized sector to 
Individual researchers is a near impossibilicy. In fact, it is hot a 
problem peculiar to individual researchers; similar has been the 



experience of government deptirtEentSs inquiry commisoions and 

committees.® There are two sets of problems. One, industrial units do 

not wish to subject chemselves to outside scrutiny. This could expose 

them to public gazs. Two, the fact also remains that many of the large 

industrial units do not have professional managements. A good many 

internal records are adjust not maintained. Probabiy, it is also the 

suspicicn of attracting punitive action that private industrialists have 

always stood for ucmost secrecy of their internal records. It may be 

meRtioned that, under the Collection of Statistics Act, even the Surveys 

data can not be fully shared by all government departments. A. telling 

example of the secrecy element on Indian industrial data is provided by 

the Monopolies Inquiry P^eport. It observes : 

Another Department of Government whose primary function is the 
collection of statistics of production of various commodities is 
the Central statistical Organization. We had hoped that these 
would be of much assistance to us. Unfortunately, our efforts to 
obtain the statistics maintained by the Central Statistical 
Organization were unsuccessful... Department authorities pointed 
out certain legal difficulties in the way of the information being 
made available to us... the ultimate position taken by the 
Department — apparently on legal advice -- was that if r^ked to 
supply the statistics iu question it would claim privilege.' 

Organized Sector but Ibi-ocganized Data 

10. Secondly, the organized sector enjoys a dominant position in the 
Indian industrial sector. While the country is undoutedly large, the 
number of important industrial units would e less than 10,000 in whole 
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of the country. It also so happens that, because of various 
administrative and regulatory provisions each industrial unit has to 
file periodic returns to government. These contain wide variety and 
crucial data which could be very profitably analysed by social 
scientists. Eowavei , the periodic repcrts remain *on files* and none 
would look into these since there exists no system of scrutiny or 
compilation of the data so obtained. Government departments are happy 
that the industrialists have observed the administrative norms. In the 
absence of a proper monitoring system, all policy deviations remain 
uneteted both at the industry and unit levels. It is only on receipt of 
occasional letters, exposures In press and complaints from legislators 
that attempts are made to verify facts to initiate government action. 
The limited point in inderlinlng the present situation is that even for 


the. data which is not to be treated as secret there is de facto secrecy 
for r^jsearchers. Information on organised industrial sector in India is 
probably more disorganized than the vast unorganized sectors of the 

Indian economy* Thirdly, even .its^hen data on industrial and corporate 
sector is organized and compiled from records, which are individually v 
available tor public scrutiny, government departments' are extremely 
reinctant. to share such information with social scientists*^® 
FiesxtatiGn on part of government departments lies in the fact that 
research studies based on' the compilations ' could invite public 
controversies* Civil servants, for obvious reasons, have to- avoid , such 
possibilities* 

Data 'Generated and Reports of the ConmissioBs 

11* Fourthly, it neds to be mentioned that a large body of data on 
industrial sector gets generated during investigations and working of 
inquiry commissions and committeesc As the data collected by ad hoe 
bodies is meant for their own analysis, the commission/ committee reports 
present only the final tables* Basic data collected by inquiry 
committees is not available to researchers for further analysis* ■ It ; 
gets buried under the weight of official secrecy. It is also .relevant 
to mention that a larg.'- many inquiry committee and commission reports do 
not even get published. For instance, a good number of reports ' have'' 
been submitted (and these are supposed to be public) by the MRTF 
commission; but not even a single one of these has been so far published.'' 
by governmeni;. The 'Income Tax Investigation Commission, similarly, 
submi'tted itS' report (194S) along with .evidence contained in the form of . 
Appendices* While the main report was' published ' the annexures were not* ,' 
The cases of non-publication ' are ma.ny* ' 

12* In ' brief 5 if social scientists, hav.e to be . rele.va'nt to 'public', 
policies in the .'area' of industrial development, there .has ';to,. be .easy ■ 
.access 'to objective data 'On industry and va rio'u.s . facets, of regula'tory;^ 
.adm.i'ai.stration*',,' 'In'dustrialis'ts,...go.vernment departments, and civil 
servants (each with its 'Own, rea'S.en'S)."'.have resistance to sharing of 
information and data* In the absence of empirical base, it is obvious 
that social scientists in the area will have to remain confined to 



theoretical propositions and limited analysis, most of which may not 
evince Eiuch interest or inspire confidence of the policy makers in the 
social scientist’s capacity to be relevant to important processes of 
industrialization in India. 



Section III.,.., 

13 « Given the importance of go-vernment policies and prograiames in 
de terminiiig the nature and rate' of Indus trialiaation one may' asks In 
what manner can, social science' research hope to contributes, and thereby 
beceme relevant to the processes of Indian industrial developme,nt ? ■ 
Broadly speaking, social scientists could attempt to 

(1) Provide ov^-rali industrial perspectives and laotivat io'n for 
policy aHi.endm.ents and adoption of new ones:, 

(2) ' EKamine validity of assumptions, stated or implied, in the 

policy statements and legislations; 

.(3) Assess impact of governmental policies and programmes in terms 
of the envisaged objectives; 

Identify factors responsible for policy distortions; and 

('5} Help evolve policy alternatives* 

leed for-,. Directory on Data Sources 

14* Tha‘ importance of batang access to., rcquisits data , for • res.earch- has 
been mentioned earlier* 7Jhc reasons for resistance tc sharing of 
information on the part of civil servants as well "as idustrlalists has 
also been underlind*- having stated the problems at length, objectivity 
demands that one should also attempt ,to indicate the type of data which: 
is’ available and the fact that Indian scholar s have not made adequate, 
attempts to axplore and analyse the same. While researchers, anywhere in 
the world would like to have ideal conditions of work, and easy access , to 
all types of data^ it needs to be said that India is, perhaps'^, -the- only 
country in the world where on' some of ' the important :■ policy aspects, - data 
is available for use by independent researchers# Ihe sourecS'^are.■ public 
but the ' compilacions are invariably secret#- To ;, be /specific,.,,. all; ;la'rge^^^ 
establishments ,of the Indian : organized' ' sector (except „for,/, a;, 've.ry.: small:' 
number)' , publish their iuinual Reports and Balance , Sheets, ; (as, these:, ',,a,re::,,:,: 
public limited companis) a copy each of, these, can be, very often .obtained,,'. 
d,ixectly,from: the undertakings# :;.,.In:,an^^ case, the Library of Balance 
;,Sheets'„,'at the ,,Besearch . and Statistics Department of the Ministry 'of Law, 
Justice and Company Affairs (Row Delhi) can be consulted for collection 
of data by all bonafidc rsearchers. Heariy similar, facilities are 
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available at Bombay (the Bombay Stock Exchange Foundation and the 

Reserve Sank of India). Secondly, rogearchfers can collect a variety of 

informaticn on public limited companies from the offices of the 

Registrar of Companies. For this, of course, one has to personally 

visit the concerned regional office. Thirdly, information on licenses 

issued, collaborations approved, capital goods imports allowed, 

permissions granted for fresh capital issue is regularly being made 

public by government. Some of the economic periodicals have regular 

features to publish such lists. And fourthly, a good deal of industry- 

wise data is available from government bodies like Tariff commission, 

M'RTP commission. Bureau of Industrial Costs and Prices, Planning 

Commision, and Industry and trade associations. With regard to public 

sector industrial units, a fund of information is supplied to Parliament 

and State legislators which can also be fruitfully compiled and 

analysed. *^ The variety of data available and public sources are so 

many that tht: promotion of research in the area there is need to compile 

a comprehensive Directory on Sources of Data and Information on the 

17 

Indian Organized industrial Sector. 

Infonaation System for Research 

15. : Experience shows that v/ith persistent effort, even' at individual 
level, researchers can collect good deal of research data for' large, 
areas of meaningful policy research. For sustained and organized 
research work the real need appears to be in the cistablishment of a few 
specialxzed centres for research on industry. It is not beyond the real 
of reality to install a computer based information system on Indian 
industry in few places in India. If such proposals were to be accepted 
one would sugest that the task of maintaining data should be undertaken 
at an academic research Institution though this would necessarily imply 
active cooperation of the Planning Commission and other concerned 
government departments. 

[ Satimal :amd- Mtemmtijmal Ferspect^ 

16. During the past three decades India has undoubtedly witnessed 
considerable development in the," industrial sector. It is, for various 
policy issues, iifcessry to inquire- if^ the pattern of industrial 
development has indeed been on the. lines envisaged initially? for 
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instance^ did India z-dally plan for largt.' 'capital goods sector’ to 
service exports direcciy?"'^ . Why ;ha& the capacity^ particularly in some 
of the basic and heav^y industry 'sectors, remained grossly under*- 
utilized? Indian economy is not isolated from thci world economic 
system, over which India has little influence and controJ • FroiE this 
viewpoint, it is necessary to enquire in detail, about the major factors 
which had significant. effect on the India industrial development* What 
is our own understanding of the trends in industry in the world in 
general and the* neighbouring countries and India’s major trade-partners, 
in particular. Supposing, there was to be more regional and South-South 
economic cooperation during the' next decade. , What would* be India’s; 
proceed ? A variety of sub-questions need to be at tempted for answer. 
One would, however, agree that x*7hile the international context cannot, be 
Ignored, it should not be allowed to become an obsession either. , 

Process of Industrial Planning 

17. Second set of questions. is in the area of ' industrial planning. " Our 
knowledge, as to how are the industrial targets fizedf with what 
assumptions; the techniques employed; and why does it happen that each 
plan has witnessed excess production in certain areas ■ and extremely ' poor 
performance in certain others ? VJhat goes into the exercises of revision 
? Is there any pattern ? The main emphasi.;> in Indian planning has been 
on industrial capacities. . On the basis of experience can one say that 
it is a valid concept ? On what lines should the monitoring of the 
industrial sector be attempted and., for what purpose ? India, has . pursued' 
vigorously an import-s.ubstitution policy for m.any. years* Has it-.rually 
delivered the results, from the viewpoint of . economic .planning? Does. the. 
.policy need 'to be re^vised .and on -what precise 'lines,?' . Public . sector ■ was 
expected to' ac.quire, the com'manding. heights;: .Has it? ■'■And' ,i,f .not,,.;.w.hy. 
.not?. 

.Bolicy ,,Assuiii|itioiis.:,, Saall Scale.- Sector 

IS*- Public policies and legislative enactments are always based on 
certain basic assumptions. 'For' Instance, small scale industry has 
continued to get favoured treatment ffrom the?. Central and ' State 
governments under a variety of assumption like : these are less capital 


intensive; are owned by small entrepreneurs; and have relevance to the 
use of local resources and needs of the common-man- the sola criterion 
for classification of the small scale units has been the size of 
'assets'- Is this an adequate concept ? How relevant is the small 
sector concept when it does not take note of the raw material sources, 
the markets for which it produces, the nature of products it 
manufactures, the nature of managerial control and linkages with other 
undertakings, professional competence of the owner, the relative 
significance of the unit in terms of. product and the size of turn-over ? 
Does one need to have a fresh look at the very relevance ot small scale 
sector in the present Indian context and level of economic development '? 

Public Sector 1 " ^ 

19. With regard to public sector a general belief, in many policy 
making circles, has been that expansion of the sector implies widening 
hold of state on the nations means of production, this cevelopment is 
seen as a progressive (one may call it, appropriate, radical, socialist 
or socialistic) step. The implied assumption has been that since 
private ownership of means of production lies at the root of 
exploitation in a society, expanding public sector hold over country’s 
productive capial would help reduce the level of economic exploitation 
in the country. It is in this Marxian framework that public sector in 
India has been sea as a scared cow in many circles. Does not this 
formulation ignore a basic reality that while surplus value is 
undoubtedly generated during the process of production, with employment 
of the means of production, the surplus is realized only when it is 
exchange ? If state expands its hold over all productive capital but 
leaves marketing and trade in private hands, would there be no scop for 
private exploitation ? Alternatively, if the entire exchange was to be 
socialized, would Industrialists be able to have surpluses, establish 
market monopolies orseek product differentiation through advertisements, 
brand names and patents ? In India, very little work oh industry-trade 
linkages and intermediary margins of the private industrialists has been 
attempted, social scientists could make an objective analysis of all 
;:aAsup:ptibhSjv;uhdpr;:^hich;yphblic;vsectorghas;i'^ 

of Indian economic development in general and industries, in particular. 



TNCs 


20. Indian policy towards foreign private capital was based on the 
assumption that foreign investors would complement the limited 
investmiabic resources of the country. Therefore, a variety of 
concessions were offered to attract foreign private capital. It was 
also assumsed that foreign enterprises would provide to the economy an 
easy access to the latest technology. Eow far have these expectations 
proved valid ? Under the Foreign Exchange Regulation Act, 1973, it has 
been assumed that to have beter control over foreign enterprises those 
should be made to unload majority character in equity ownership, does 
one have a better control over foreign controlled cempaniers than the 
ones which were foreign owned but nationally controlled ? A good number 
of studies can be undertaken to asess the role of foreign private- 
capital on Indian economic development. Is it not unfortunate that with 
such large number of expcriencedd and competent economists even today 
one has no objective assessment of the degre-- of direct and Indirect 
control on different industrial areas oi India? It is somewhat 
surprizing,, thought it only reflects the absence of much contriutioti by 
Indian social scientists, that while there is world-wide consciousness 
of the potential dangers from thv operations of the institution of 
transnational corporations, particlarly to undeveloped countries, 
persons in very high public positions in India see a great merit if TNCs 
were invited 'look, stock and barrel’. What economic price is India 
paying for hosting direct private investments from abroad ? ¥hat would 
be the long te-rm imlications of pleading for Iirdian TNCs to establish 
units in countries which are comparatively less developed than India? 
What are the comparative costs of obtaining technology from different 
sources and through different organizational modes ? Indian policy b^ 
allowing technical and financial tie-ups with foreign undertakings has 
been continued ever long period. It should be possible to assess the 
contribution of THCs in technology development and transfers. 

; Industrial^ Begulation 

21. In the area of industrial regulation it is possible to empirically 
assess the impact of various legislations individually and collectively. 
Thfc Dutt Committee made an analysis of industrial licensing for the 
period of 1956-66. The coverage was no doubt largt. Rowever, social 


71 


sciiititists could pursue limited aspects of licensing — impact of 
licensing on import substitution, regional imbalances, eraployment 
generation or small scale industries. The need for research work in the 
area of monopoly control and restrictive trade practices is widely 
recognized in capitalist and industrially advanced countries. In India, 
the need is much greater. Indian scholars could undertake studies on 
the experience of other countries in Industrial regulation. This could 
help to improve our own performarce.. The. degree of success at 
regulation of prices of essential commodities and the role played by 
Tariff commission and other bodies needs to be assessed continuously. 

Promotional Institutions 

22.. Banking and institutional finance are very closely related to 
industrial operations. The number of promotional institutions 
established to promote industries in the private, joint and cooperative 
sector during the past three decades is well known. ’ What were the 
initial objectives for setting up these institutions ? How far these 
institutioas have promoted che charters assigned to them ? While a 
number of quantitative studies are available, policy studies in this 
area appear to have been very few. 

23. Summing up, if one assumes that governmental interventions have a 
direct and significant impact on the process of industrial development, 
it appears necessary to undertake a large number of research studies in 
the area of industrial regulation and promotion apart from relating to 
the Indian scene to the interaationai and regional setting. In this 
area very limited work has been taken up for various reasons. 
Undoubtedly, there are special problems which have to be faced by social 
scientists intending to study this area. There are rewards too. There 
is need to initiate more of policy oriented research in India, for 
this, certain initial steps have to be undertaken — like promotion of 
centres for studies on Industrial development and regulations. The need 
for establishing an extensive information and, data system, preferably 
computer based and located at one of the autonomous research institution 
cannot be over-emphasized. If researchers undertake policy studies in 
this area, one feels that social scientists can become very relevant in 
evolving of policy alternatives and thereby become relevant very 
socially. 
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lOTlS 


1« ladiis trial , Policy Statement (1945) proposed . the. enactment o'f 

Capital Issne {Contiolj 4ct^ Industries (Development and, Eegulaion) 
.Acty and iegisiation for standardisation, import centred,, promotion 
of 1% & .0 as also takeover of private under tak.ings in public 
interest . 

2* For a review^, see. iNlIA: €v mp&ny Law Committ ee? £.. epQr t, (1952), 
Chapter III on Growth and .Development^ of . .Comapany Daw , in India**. 

3^ For instance, METi' Act, 1969 is based o.n, similar British Act.„of 
1948. The, same has been the .c,a,S8 in., matter .of .banning company 
dcnatio,ns ' to political parties and Patents Bill* See: ' Goyal,, S.K. 
** Indus tr .i..al rog ulation*' , ICSSB,, A Sur vey of Ecse arch ^ in Public 
M minist ration . ¥g1. I'I, Allied Publishers, 1975, pp. 441'*471. ., 

4. Historically, the plea for wide state' participation in the Indian' 
economy was made by the Djationa] Planning Committee, the. 
Industrialists^ and Peopie^s^ Flans. The .Industrial Policy 
Statement of 1945 made it out that post^-war .situation demanded' 
active state role, .the Economic Prcg;ramise commit tee, however., 
proposed that ail large industrial units having potential to become 
private monopolies should be taken over by government. the 
Industrial Policy Resolution of i>48 postponed the decision on 
nationaiisaLion ot privately owned large industrial units in basic 
industries. The revised policy resolution of li>'56, however, was 
conspicuous iy silent on the question of nationalization. 

5. See; ICSSL Sesearch P rojects; 19 69-76 , Publication no.97, 1976. 

6. Whenever the respondents did not have full confidence in government 
inquiries, they have obtained 'stay orders' and, If nothing else, 
have successfully defeated the very purpose of many public 
inquiries. The Income Ta;; Inquiry Commission and the sarkar 
Commission are cases in point. 

7. INDIii., Monopolies Inquiry Commission; Report , 1965, p.l2. 

8. This would be inclusive of ail units with more than E.s.5.0 lakhs as 
turnover. Out of these nearly 1500 are quoted on the stock 
exchange and would account for nearly 80 per cent of the industrial 
assets of the corporate sector. The top 358 quoted undertakings, 
each with Es.lO.O crore and more turnover, account for nearly 85 
per cent of the overall turnover of the stock exchange qoted 
companies. 

9. See Chapter III, "Corporate. Sector; Absence of Data and 
Information", Monop o ly capital and Public Policy , by the present 
author . 
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10. For instance, no government department would share a list of 
foreign collaborations, approved during the year. It is treated as 
secret. However, the individual agreements are available as part 
of the documents which are open for public inspection at the time 
of new capital issues. 

11. Very useful data is supplied to Parliament during the Question 
Eo’jr . 

12. A small beginning in this respect is being made at the IIPA. 

13. A similar question needs to be posed with regard to engineers, 
medical doctors and other professionals who have been encouraged to 
take jobs outside India. 
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The Declaration and Frogramme of ■' /letion for establishmeiat of the 
Mew Iiiternatioiial Economic Order.* . as- adopted -by General assembly ■ iri 
May 19/4 ' suggtists that developed ■ countries should (1) respond favourably 
to the requests of developing countries for financing of industrial 
projects'^ 'and (ii) encourage investors to finance industrial production 
projects in developing countries. Lt the 'UMCT1.D--I held at Geneva in 
i9&4j the developed countries had in fact committed themselves- to 
provide, one per cent of their GWt as developBantaJ aid# ' Later the 
Fearsen Comaiission and the Brandt . Commission also argued ' for large 
capital tra'nsfers to the poor nations. ^ In response, to the pressures and 
de.iaands :it various internati-onal fora the developed ccuntri es ■ have 
g:-^.nerally argued that: while , it was not possible to set aside the 
desirable levels of governmental aid in", view of internal demands on 
budgetary resources there was large scope for transfer of capital 
through direct private investments* ThereforCs the view has been that 
developing countries should ^ provide adequate incentiveSj security and'' 
opportunities to attract foreign private investments*' It is also argued 
that there .was a need to get rid- of .a variety of .imaginary fears and'" 
ideological stances taken by some -of the , under-^deveioped countries on 
the question cf Transnationai €orporatioBs(TM'Cs). It -Is.j- however, 
agreed that there should be a voluntary 'cede of conduct and host'.' 
governments should regulate TMC activities in the overall framework., of ■ 
their national development plans.. 

The above framework is'-'b'ased upon the basic assum.ption that the 
present level of underdev-e-lopment and poverty in ' the- develo'ping 
countries was a direct consequence of the ^capital scarcity*. Secondly ,:, 
the most importa'nt development ^ issue for the developing countries was 
the size of investment, and not the structure or pattern, of investments*-. 
This assumption seems to be. of a very questionable nature. - It -can.' 'be ■ 
demon-strated that the main causes of continuing injustice, inequality 
.and poverty in the .developing 'countries are not the .scarcity of physical 
and -financinl capital. ■ These lie somewhere "else, ' namely, in the 
existence of irrational,- iliogicai- and' unproductive social, economic, 
political and administrative 'structures on the one' hand and the 
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inadecisate and inconsistent efforts at planned development to 
efiecDively protect and promote their national self interest. The 
issues of development in the poor countries ha^je to be solved basically 
by the poor nations themselves tarough establishment and strengthening 
of a new internal o rder. The role of external factors (aid, trade and 
investments) is much lesser than many a time assumed. This, however, 
does not mean that with appropriate assistance the internal processes of 
develcpment cannot benefit from the outside world. Infact, it can be 
shown that emergence of internally stable, enlightened and consistent 
governments in the poor economies can alone pursue genuine developmental 
policies and provide the building blocs for realisation of the Hew 
International Economic Order wherein the poor nations would be able to 
take advantage of the modern technologies for liquidation of human 
misery and poverty. We discuss this with reference to the Transnational 
Corporations and Governments of the developing nations. 

II 

Transnational Corporations (THCs) have come to occupy an important 
and strategic role in the world economic system of today. These are 
privately owned organizations with global operations and are guided by 
the principle of ’maximization of global profits*. TNCs enjoy control 
over modern and sophisticated tecbnclogies, vast financial and physical 
resources in large parts of the advanced world and many of the -ander- 
developed nations. Most of the TNCs have developed their own national 
and international systems of communication, consultation and 
coordination, which operate far mere afficlentljr than any govenmental 
system. Their capabilities at offering lucrative employment 
opportunities cannot be matched by that of the governments. The fact 
that TNCs operate at the global level makes it also obvious that they 
have rich, varied and accumulated experience of dealing with Governments 
which profess adherence to varying faiths and shades in their 
ideological commitments, countries with different levels of 
effectiveness in their techno-legal regulatory sysesms as also economies 
at different stages in development. Most of the TNCs are products of 
the market oriented and industrially advanced economies. The home 



countries can not but have a stake in their growth and expansion. The 
TSCs IB ay net bring large and immediate surpluses but these do create 
long term assets for the home eccnomiss. Therefore, it should be no 
surprise if TKCs enjoy influence in and political backing of the home 
governments both at the level of internal and foreign policies. It Is 
also not very often appreciated that TNCs are neither industry-specific 
nor country-specific. And further, since TKCs are business 
organizations, these organizations are fully conscious that they stand 
to benefit more under monopolistic positions rather than under open 
business confrontations. This awareness brings TKCs, even those 
belonging to othetnise unfriendly countries, together to share national 
and international iaarkt=.ts through mutual agreementSi^ These are some of 
the characteristics of TNCs each having a bearing on the role of TNCs ■ 
and the manner and style ef their operations. ■ 

Do governments in the developing countries have adequate, 
appreciation of these characterist ics of the Institution of TNG? It 
would be easier to formulate policies and build objective, exp.ectationSj^ 
if govarnments in the Third World were fuli3’' conscious of ■ the, various ■ 
characteristics llnfor tunately, this does not appear to be the 

case. Developing countries have yet to have an ob,jec five basis ■ to 
evolve meaningful policies towards foreign private capital.' 
Consequently., poor nations either dc not have adequate mechanism to 
regulate, and if there is one, it is weak and based on unrealistic 
assumptions. We demonstrate' this point with the , help of' Indian 
experience. 

Ill 

The role of Transnat ional Corporations in development ' and' ',the 
associated dangers have been under discussion for nearly two decades at 
various xnternational fera. India has actively participated in these 
discussions. The Eminent Persons Committee of the. UN to vStudy the 
impact of TNCs on world development was indeed chaired by an Indian. It 
is also generally believed that India is one of the more successful. 
Third World countries which have been able to effectively regulate and 
control the entry and operations of/THCs* The cases of Coca Cola and 
the IBM are often cited as illustrations to underline the efficiency and 



the str ingent character of the measures that India was able to take 
against the powerful international giants who declined to fall in line. 
In this background it appears necessary to examine the Indian regulatory 
system with regard to TNCs. 

liny administering system to be effective requires a clear legal 
definition of the area and its coverage. What is the legal definition 
of a "HC/MNG in Indiav While there has been a considerable degree of 
interest and assertion regarding TMCs in the policy making circles and 
Parliament, the fact remains that Indian govetrment has yet to evolve a 
legal definition of a TNG. In India companies having substantial 
direct involvement of foreign capital are categorised under three heads: 

' ■ ■ .m , ■ 

One, Branches of companies incorporated abroad; two, Indian subsidiaries 
of foreign companies (having majority equity held by one foreign 
company) and; three , Indian companies in which foreign-held equity is 
more than 40 per cent. Since there is no official definition of a TNG, 
in practice all companies covered by Foreign Exchange E.egulation Act, 
1973 are referred to as TNCs. The Company Law Department, the main 
source of information and data on the corporate sector, however, has for 
long been treating only Branches and Subsidiaries of foreign companies 
as T15Cs/MHCs. 

Parliament Members have, from time to time, been expressing their 
concern over the grow*"!! of transnationals in India and asked the 
Government to give facts or. the growth of TFCs. Ta! l e-I provides the 
information furnished to Indian Parliament. From the official replies 
given to the highest forum of the country it would appear that 

(i) the actual number of multinationals operating in India has declined 
substantially — Branches, from 481 to 315; and the Subsidiaries, 
from 171 to 118; 

(il) the combined sales turn over of the two categories of companies 
(called Multinationals) witnessed a decline from Rs.38,'/85 millions 
in 1975-76 to Rs.29,657 millions in 1978-79: and 
(iil)On the assets side the increase was from 33.17,622 to Rs. 23,738 
million (for Branches) and from Rs. 16,149 million to Rs. 16, 966 
million (for Subsidiaries) during I975-7& to 1979-80. The average 
rate of asset growth does not work out to be more than 5.6 per cent 
per annum. 
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Table : ][ 

Foreign Branches and Subsidiaries in India 
1975-76 to 1979-80 



Particulars 

1975-76 

1976-77 


1978-79 

1579-80 


i 

2 

3 

4 

5 

6 

Branches of' Foreign ' Companies 






1. 

Total Mo. of Branches 

481 

482 

473 

358 

315 

2. 

Data "Available for 

259 

220 

17/ 

141 

24/ 

3. 

Assets i±n India) 

i,7£-2.:- 

1,626.7 

i 3 836 • 4 ■ 

2,011.4 

2,373.85 

4. 

Turnover 

1,380.4 

642-0 

690. G 

418.7 

N.A. 

5. 

Profits before tax 

57.9 

89.4 

50.1 

15.9 

N.A. 

Subsidiaries of, Foreign Companie 

IS 





1. 

Total Ho* of ■ Subsidiaries 

171 

161 

146 

125 

118 

2. 

Data Available for 

161 

142 

137 

113 

118 

3 « 

Assets 

1,614.9 

1,619.7 

1,379.1 

1,662.8 

1,896.64 

4. 

■ Turnover 

1,498.1 

2,712.7 

2,730.6 

2,547.0 

N.A. 

5. 

Profits before tax 

219. 5 

257-7 

26/ .C 

256.5 

N# A* 


S oui'ce ; Inforiaatlon furnished in the Pari iamant in response to B.S. Unstarred 
Question 683 on February 23, 1981 and L.S. Unstarred Question No. 4153 
on December 16. 1581. 
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On Che basis of this data one gathers the general, impression thas. 
Indiaii GoverniBent has been very successful in keeping the growth of 
foreign private capital under stringent control, has an empirical base* 

The above account on the growth of TKCs is an erroneous one. The 
fact that the number of Branches and Subsidiaries of foreign companies 
operating in India has declined does not mean closure, take over or exit 
of the TNGs from the country. The factual, position has got hidden under 
the .process of implementation of the enactment of the Foreign Exchange 
Regulation Act 1973. A large number of foreign companies have diluted 
the percentage of foreign-held equity to a level that makes them not to 
be classified as 'Subsidiaries'. Therefore, the number of TNCs 
operating in India today, as against 1975-76 appears to have declined in 
a significant manner. The same holds true of such companies who have 
reduced their foreign equity to the level cf 40 per cent or below. The 
number of FERA (and therefore TNCs in the legal sense) companies has 
also witnessed a significant decline. 

The moment a TNG reduces the perce-atage of the foreign-held equiry 
to 40 per cent or less it establishes a claim to be classlffed as eu 
Indian national company for all policy purposes and gets but of the 
obligations which a TNG is obliged to live with. 'iable-II gives a list 
of some of the well known Transnationals which due to the equity 
dilution have got excluded from the official list of TNGs operating in 
India. Philips, Colgste-Palmolive, British American Tobacco, Cadbury, 
Ponds, Nestles, Horlicks and so on are. all Indian companies nowL This 
fact of their 'acquired nationality' is well under scored by the company 
managements for the national consumers. One has only to have a look at 
the advertisements in the mass media to convince oneself of the change 
that has been brought about. 

If dilution of foreigit-held equity resulted, or could result at a 
later date, in transfer of control of the enterprises to Indian hands, 
one could find a justification for the company being treated as ludian 
and not a foreign one. But, the official policy has not bean to change 
control over the managements. In fact, the Government of India has 
permitted legal agreements which ensure the minority equity holding 
companies (located abroad) to continue to enjoy the rights to appoint 



Table: II 


niustratiye List of Foreign Companies which became ’Indian' 
after Equity Dilutions Under FERA 


S. Name of the Indianized 

Ko . Company 

Name of the Parent 

Company 

Percentage of 
Foreign Equity 
After Dilution 

Assets in 19i 
(Rs. Crores) 

1 

2 

3 ' 

4 

1. Bata (I) Ltd. 

Leader, AG, Switzerland 

40.00 

47.07 

2« Eritaimia Biscuit Go •Ltd* 

Control Ijominees , UK 

38.00 

25.88 

3. Brooke Bond (I) Ltd. 

Brooke Bond Liebigs UiC 

,39.90' 

75.41* 

4. Cadbury (I) Ltd. 

Cadbury Schweppes Overseas, 

UK 40,00 

17.06 

5. Colgate-Palmolive (I) Ltd. 

Colgate-Palmolive Co., USA 

40.00 

18.11 

6. Crescent Dyes & ChniLs.Ltd. 

Imperial Chemical Inds.. UK 

40.00 

13.82 

7. Food Specialities Ltd. 

Hestie Holdings. Bahama Islands 40.00 

17.86 

8. JIMM Ltd. 

Horlicks Ltd., UK 

40.00 

27.14 

9. ITC Ltd. 

British Anerlcan Tobacco, lli 

lL 39#SC 

181.65 

10. Indian Oxygen Ltd. 

Brj.tish Oxygen, Ul, 

39.90 

65.48 

11. Inti .Computers Indian Mfrs. 

Inti# Computers, UK 

40.00 

17.57 

12. Parke Davis (I) Ltd. 

Parke Davis & 03., USA 

40.00 

9.79 

13. Peico E3.ectronics & 

Philips, Holland 

39.70 

96.49 

Electricals Ltd. (Philips) 
14. Reclcitt £ Co3.man of(I) Ltd. 

Eeckitt Colmn, UK 

39.90 

11.23 

io. Sesa uoa Ltd. 

Finsder, Italy 

40.00 

16.39 

16. Tube Invt. Co. cf(I) Ltd. 

Tube Investment , UK 

39.92 

31.00 

17. WIMCO Ltd. 

Swedish fetch Co., Sweden 

39.50 

■ 50.21 


* Indicates the figure for the year 1980. 


Source; Corporate Information System, I.I.P.A. , liew Delhi 


key management persons as long as the foreign equity-holder had a 
certain percentage of interest in the equity shares. See Table-Ill. It 
is a very different issue if such agreements (which give 
disproportionate authority to foreign minority shares vis-a-vis the 
majority of the Indian shares) are in conformity with the basic 
principles of. corporate democracy but the fact remains that a TNC does 
not remain a TNC, according to the official approach, even though its 
control and management is being directed and influenced from abroad. 

A direct consequence of the equity dilution w^ould be that the share 
of gross profits to be remitted abroad would be lower than what the TNC 
headquarters would have received if the dilution had not taken place. 
The percentage share being low for an investor, however, does not, 
meatx that the absolute amount of profits would also be necessarily 
lower. In fact, it appears to have been just the reverse in actual 
practice, as dilution of equity has invariably been accompanied by 
widening of the equity base. 

The enactment of Fo reign Exchange R.egulation Act, 1973 was 
described by many as a landmark in the attempts to control direct 
foreign private investments. The equity dilution strategy of the Act 
was, ap^rt from the objective of having a majority for the Indians, 
based on the assumption that since TNCs were making very high profits in 
India a reduction in the foreign-held equity would reduce the continuing 
drain on the limited foreig,n exchange resources of the economy. If the 
overall objective of the enactment was to conserve foreign exchange 
resources, a preliminary question requiring empirical verification would 
bei Kow significant are the profit remittances by the TNCs in the 
overall quantum of the foreign exchange utilized by them. Table- IV 
shows the pattern of foreign exchange utilization by the subsidiaries of 
foreign companies in India. It would be noticed that 'dividend 
remittances' accounted for less than 5 per cent of the overall foreign 
exchange utilized by the TNCs during 1975-76. 

With regard to the Indian official approach towards TNCs for 
purposes of regulations one has underlined the weakness of the very 
definition of what should be treated as a TNCj and secondly, that the 
basic assumptions of the regulatory legislation l.e. FERA were only too 
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Table: IV 

Showing Pat'cern of Foreign Exchange Utilization 
by Foreign Subsidiaries (1975-76) 


S. Item 

No. 

133 Foreign 
Subsitliaries 
(RSv Thousands) 

% of 

Total 
(Col. 2) 

189 Foreign 
Controlled 
(Rs .Thousands) 

% of 

Total 
(Col. 4) 

1. Capital ?5oods 
(Machinery) 

65,401 

2.95 

2,14,900 

8.26 

2. Raw Jfeterials 
(of which oil 

19,02,793 

85.71 

20,47,400 

78.26 

imports) 

(7,17,019) 

(32.29) 

(7,17,019) 

(27.55) 

3* , Spares ■ , 

47,612 

2.14 

1,09,400 

'4.20 

4. Interest 

13,616 

0.61 

16,300 


5. Dividends 

1,10,298 

4.07 

1,23,800 , 


6 . Know-how 

19,581 

0.88 

21,800 

-e.s4 

7. Royal ty 

7,991 

0.34 

8,400 

0.32 

8. Travelling 

2,457 

O.li 

2 , 700 

0.10 

9. Commission 

17,075 

0.7? 

20,300 

0.80 

10. Others 

33,320 

1.50 

37,000 

1.42 

11. TOTAL 

22,20,144 

100.00 

26,02,800 

100.00 


Source : S.K» Goyal , “The Impact of Foreign Subsidiaries on India's Balance 
“/of Payments,” a study prepared for the Joint GTC-ESCAP Unit 
(miiBeo), 1979. Public Policy and Planning Division, Indian 
Institute o£s Public,- Administrationy New, 0elM. ^ ;; 
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weak to provide any meaningful comfort to the country on account of the 
foreign exchange situation. One could probably show that the FERA has 
proved to be a blessing for TNCs as they have gained national 
acceptability not only with consumers but also with the Indian 
Government and policy makers without any loss of freedom or control over 
their investments. 

It is a widely accepted view that the only comprehensive policy 
statement on the role of foreign private capital was made in 1949 by the 
then Prime Minister, Jawaharlal Nehru. The official expectations were 
that foreign private capital would: 

(a) supplement domestic savings, 

(b) provide requisite sophisticated technology, and 

(c) provide the foreign exchange component of capital outlay of 
the projects. 

These assumptions emerge from the 'priming the pump theory’— very 
similar to the recommandations under the Programme of Action for 
establishment of the New International Order of the ON General Assembly 
for capital transfers from the developed to the under-developed 
countries. By now there is sufficient evidence to indicate that all the 
three expectations have proved to be misplaced ones. Government 
sponsored financial institutions in India have extended large rupee as 
well as foreign exchange loans to the WCs and this too at low rates of 
interest. Additionally, TNCs have been granted special advantages and 
preferences in accommodating against loans granted to India at cheap 
and convenient terms. No substantial capital transfers have taken 
place over the past three decades. Probably, the net contribution of 
the TNCs has been a negative one. With many TKCs acquiring Indian 
nationality there could be reasons to expect that there would be a net 
outflow of capital from India under the plea of joint ventures abroad — 
more so under the South-South collaborations, ITC from India 
establishing production capacities in Nepal, Philips of India to Africa 
and so on. The other interesting feature of the Indian policy is that 
while on the one side there was policy expectation that private foreign 
companies would bring capital from abroad (by way of investments, loans 
and credits) there are stringent rules prohibiting entry of TNCs, as 
well as other Indian companies, into the world capital markets- 



During the past many years the Indian policy has been tc promote 
Indian exports on a priority basis so that the country can meet the 
enhanced costs of oil imports and obtain other crucial industrial goods 
required for her development and defence. In recognition to the hard 
reality that the market structures in the developed economies are 
controlled by THCs, it is suggested that TKCs alone can help India to 
step up her exports by offering access to home trade channels. How far 
this assumption has empirically been proved to be a valid one needs to 
be assessed. But it seems that the TNCs would indeed be willing to help 
India step up her exports provided India also allows the TNCs to import 
liberally — .capital goods, raw materials and so on. It is only logical 
that TNCs should enhance the overall size and proportion of the Indian 
foreign trade being routed through them. It should have been understood 
by policy makers that TNCs cannot promote any one country's interests 
— e.g. Indian exports. TNCs as global institutions have to keep in 
mind the interests of all of their subsidiaries in whichever country 
they eperate. Thus, the policy assumption that TNCs can prove as net 
earners of foreign exchange through promotion of Indian exports abroad, 
seems to be an exaggerated, and probably, an equally misplaced one. 

Let us take another example from the Indian policy framewerk. of TNC 
regulations. The general policy pursued by India is that it does allow 
foreign investments in only such areas wherein the country does not 
possesses the necessary technology. Thus, all foreign investors would 
have had, from the day of their entry, a monopoly position in the 
product area of their operations. TNCs, as a rule, therefore, would 
enjoy a dominant market position in the country. By this logic all 
foreign companies should normally be registered under the Monopolies and 
Restrictive Trade Practices Act. This is hot a reality. In fact, the 
legal provisions of the MRTP Act are such that these leave even many of 
the world giants, which are operating in India, outside the MRTP Act 
scope. Table-V provides an illustrative list of TNCs which are not even 
registered under the Indian MRTP Act . 

It is not only that many TNCs are outside the scope Cif 
investigations under the MF.TP Act , what one finds equally interesting is 
that a good number of TNG subsidiaries operating in India had in fact 



Showing an Illustrative List of Fo reign Companies 
which are not Reglstared under MRTP Act 


1. Bayer India Ltd. 

2. Cadbury India Ltd. 

3. Colgate Palmolive Ltd. 

4 . Ponds India Ltd . 

5. Mol ins India Ltd. 

6. Koche Products (India) Ltd. 

7. Sandoz India Ltd. 

8. EMM Ltd. 

9. Food Specialities Ltd. 

10. Parke Davis Ltd. 

11. Warner Hindustan Ltd. 

12. Polydor India Ltd. (Now Music India Ltd.) 

13. Fibreglas Pilkington Ltd. 

14. Goodlass Nerolac Paints Ltd. 

15. Duphar Interfran Ltd. 



been registered as small scale industries. These foreign companies did 
not obtain any industrial licence, and ijere able to take advantage of 
cheap finance, priority allocation in raw materials, power, subsidised 
infrastructural facilities and avail of a variety of fiscal concessions 
—ail as small scale units. Table-VI provides an illustrative list of 
such cases. 

Quite apart from the x^eaknesses in the regulatory policies, 
misplaced expectations and absence of effective coordination, there are 
a host of issues emerging from the weak and inadequate legal systems in 
the developing countries, which are fully taken advantage.ic'f by TNCs. The 
wide spread resort of the TKCs in pharmaceutical and. drugs to harmful 
and unethical practices has already received world wide attention. To 
expect that a TNC would not take advantage of what the local law's permit 
would be asking for only too much. TNCs are in business and not in 
promotion of social welfare. This explains the Indian experience with 
TNCs in matter of industrial licensing (See Tabl e-VII) . Sx/en though the 
number of foreign compaies operating in India is a small one, nearly 
half of the total cases of gross violation (i.e. more than 100 per cent 
excess production over the authorised capacities) were that of the TNCs 
and their associates. One can cite a large number of instances where 
TNCs have openly fJouted the spirit of the regulations^, but. by and large 
nothing can be done against them legally. For instance, much has been 
said about the exit of the IBM from India. But very few would know that 
a Parliamentary Committee had discovered that IBM was iilvolved in clear 
cases of illegal "transfer pricing practices”. The company would have 
faced legal action and it would have been embarassing; as an alternative 
it chose to exit on the plea of declining to accept the demands under 
FESA. Incidentally, IBM is back in business under a new name. 

It is oxir contention that one should not place the entire blame on 
TNCs for their practices If these happen to be un-ethical or if the TNCs 
do not come up to the expectations of the host countries. A more 
purposive approach would be to have a hard look at the regulatory 
policies and assess weakness in the operating mechanisms. This shculd 
be done with an objective and critical appreciation of the institution 
of TNC. Unless those exercises are undertaken by the developing 
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TABLE-tYI 

Illustrative List of Multinationals which Had 
Small Scale Units in India 


ho. 


Kame of the Multinational 
Company 


Eemarks 


1. Avery Go. of (I) Ltd.. Delhi 

2. Britannia Biscuit Go. Ltd., Delhi 


3. E. Hill & Co., 


Ltd . , Mirzapur . 


4. Tyresoles Concessionaires P. Ltd., Delhi 

5. East India Distilleries & Sugar 
Factories Ltd., Kottayam 


6. Getz Brothers £ Co., Calcutta 

7 . Mnimax Ltd . , Ranchi 

8. Monotype Corpn., Bangalore 

9. West’s Patent Press Co. Ltd., Aligarh 

10. Cambridge Instruments (I) Ltd., Bombay 

11. Chelpark Co. Ltd., Madras 

12. Crompton Engg. Co. Ltd., Madras 

13. Eastern Scales ?. Ltd, Calcutta 
14 » Eastern Assam Tea Co. Ltd. 

(Group Workshop) , Lakhimpur 

15. Fordham Pressing (1) Ltd., Bombay 

16. Hindustan Klockner Switchgear Ltd., 
Bombay 

17. Travancore Tea Estates Go. Ltd. 
(Peermade Foundry) 

18. Sharpedge Ltd., Delhi 


19. 

20 . 

21. Pandiyan Press Ltd., Madurai 


Bluemount Ceramic P. Ltd., 

Matham Palaj^am 

Sankar Electricals F. Ltd., Madurai 


22. A.L.A. Chemicals Ltd., Bombay 

23. C.E. Fulford (I) Ltd., Bombay 

24. Carter Wallace P. Ltd. , Goa 

25. Ethnor Ltd., Bombay 


Foreign Subsidiary (1966) 

-do- 

-du~ 

-do- 

The company later became 
E.I.D. Parry (I) Ltd. Foreign 
Branch (1965) 

Foreign Branch (1966) 

-d'o- 

-do~ 

"do- 

FERA 

-dO“ 

-do- 

-do- 

-do- 

-do“ 

-do- 

~do- 

Promoted by Hindustan Lever 
and Escorts . 

Was registered under MRTPA 
GEC House 

-do-, ■ 

Was registered under MRTPA, 
Madura Coats House. 

' :fera : ; , ■ ■ 

— do— , : ' 

-do- 

Subsidiary of Johnson & 
Johnson Ltd. (a FERA Co.) 


26 • Indian Sobering Ltd . , Bombay 


'FERA; 
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S. Kame of the Multinational Remarks 

Kio. Company 



27. J.X. Helen Curtis Ltd., Bombay 
26. Nicholas of (I) Ltd., Bombay 

29. Roussel Pharmaceuticals Ltd., Bombay 

30. Smith Kline & French (i) Ltd., Bombay 

31. Whiff ens (I) P. Ltd., Bombay 


-do- 

~dO“ 

Subsidiary of Hoechst Fharma- 
deuticals Ltd. (a FEM Co.) 
FERA 
-.do- 


32. Indian Transformers Ltd., ALwaye 

33. Precision Tools India Ltd., Calcutta 

34. Ascu Hickson Ltd . , Calcutta 

35. Beciawat of (1) Ltd., Karamsad 


Was registered under MRTPA, 
under GEC Rouse 
Was registered under MRTPA, 
under Macneill Magor House 
FERA 
“do- 


36. Shah Medical & Surgical Co. Ltd., Baroda -do- 


Note; SI. Ho. 1 to 18 were listed in the FAS 1 1 Ml India Directory and Hand 
Book of Small Industries , 1966 published by the Federation of 
Associations of Small Industries in India. 

SI. No. 19 to 21 were listed in the Directory of S mall Scale 
Industrial Units in Tamil Nadu^ Supplement to the Second Edition 
(From 1-1-64 to 31-12-67) , 1969, published by the Director of 

Indu- tries and Commerce, Tamil Nadu. 

SI. No. 22 to 31 were listed as small scale manufacturers who are 
members of Basic, Chemicals, Pharmaceuticals and Cosmetics Export 
Promotion Council in the Tr .apar's Indi an Industrial Directory & 
Export Import L-irectory of the World , 1980-81. 

SI. No. 32-33 were registered for government purchases being Small 
scale units. See Directory of Sm all Units Enlisted for Government 
Purchases , 1976, published by the National Small Industries 

Corporation Ltd. 

El. No. 34 to 36 were registered for government purchases being small 
scale units. See Directory of Small Units Enlisted (Under Single 
Point Registration Scheme) for Government Purchases , 1980 published 
by the National Small Industries Corporation Ltd. 

FERA in Col. 2 indicates that the company was one of the applicants 
which applied to the Ministry of Finance under the Foreign Exchange 
Regulation Act. ^ 



TABLE-VII 


Showing the E^ stribution oi_ Licen ces Utilized in Excess of Licensed 
Capacity Ac cording to the Licensee Catego ry and Level ' of Uti ligaci on 


S« 'Licensee Category No* of 

Licences 

in Excess Uti.! .i™ 

Excess 

Mo . 

zation 

Eange 

Dr Hi zed ,: 
Licences 




Upto 

25-50 

50-100 ^.00 van-:?.'' 

Total 

25 (?: 

) <^) 

(%) abc\/eX%) 




1 

ME,TF Companies 

112 

44 

21 

3t 

213 



i 0 1 * 5 y 

(67.7) 

(50.0s 

(56.3) 

(60.3) 

2. 

Dominant Under takixigs 

45 

11 

6 

6 

' 68 



(24-7) 

(16.?) 

{14.3) 

(5.4) 

(IS. 3) 

3 • 

Large Houses 

134 

50 

28 

46 

258 


(CIS Classification) 

(73.6) 

(76.5) 

(66*7) ■ 

(71.9) 

(73.1) 

4* 

Other Groups 

16 

4 

6 

2 

28 


(CIS Qassif icatxon) 

(S.S) 

i 0 * ^ ji 

(14.3) 

(3.1) 

(7.5) 

5. 

Companies presently under 

1 

0 

i 

0 

2' 


public management 

(0.5) 

(0.0) 

(2.4) 

(0..0) 

(0.6) 

6* 

Former Branches, Subslda- 

55 

23 

15 


124 


ries (ILPIC) and FEEA 

(30.2) 

(35.4) 

(35.7) 

(4S*4) 

(35.1) 


companies (1974) 






7. 

Others with Foreign Equity 

16 

8 

3 

•w" 

so 


above 25% 

(8.8) 

(12.3) 

(7.1) 

(4.7) 

(8.5) 

8. 

Others with Foreign Equity 

10 


1 

i 

14 


between IG to 25% 

(5.5) 

(3.1) 

(2.4) 

(1.6) 

(3.9) 

■ 9 . 

Joint Sector Companies 

7 

1 

0 

3 

11 



(-3*8) 

(1.5) 

(0.0) 

(4.7) 

(3.1) 

10. 

Other Companies 

32 

•# H 

iX 

7 

16 

66 



(17.6) 

(16.9) 

(16.7) 

(25.0) 

(18.7) 


All Companies 

182 

(100.0) 

65 

(100.0) 

42 

(100.0) 

64 

(100.0) 

353 

(100.0) 


!• The column totals. ■will not agree as .'there, is overlapping o.f :' 
com.panies .in the/ a!: o^ve. groupings* A,- com,p.any' 'ma>l be ' a .LESA^ 
and 'also MRTF Act registered one*,.' Therefore, . each gro,'Up of-,: 
'. ■ compania© has to he treated as such. , ■ 

rFigures in brackets. '■'a re, 'p.ercentages calculated with respect to 
the total number of licences in each utilization range* 

3* G.I.S.: Corporate Jjiformation System Classixication* 

Source: Corporate Information System, New Delhi. 
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countries themselves., no Mount, of Internationally agreed norms , or codes’ 
of conduct can be of much help. 10 .. this, there i,s need to extend and 
promote empirical studies in rhe areas o: regulations and undertake 
policy research -• particularly^ for the lead sector of the developing 
economies, 1 ^6. , industrial and organized sectors. .There was also a 
need to study the effectiveness of. various regulator}?’ enactments in 
order to identify the areas wherein the regulatory mechanisms need 
strengtheioiBg or rationalisation. It needs also to be as.sessed if the 
monitoring of the corporate sex cor in general and operatioxis of the 
TNCs, in^ particular, can be effectively achieved on the basis of, the 
traditional systems of data collection, compilation and analysis. Tbe 
results of such inquiries can not only help the individual countries but 
also assist in evolving realistic policy alternatives in development for 
the developing countries in general. Indian experience by itself may 
have relevance for a number of the developing economies in the spirit of 
the NIEO. 
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It is widely accepted that the Third World countries should co- 
operate among themselves for mutual benefit and avoid exploitation by 
thte western developed countries and the multinationals supported by 
them.^ The Third World countries, however, have yet to evolve a 
comprehensive framework for mutual cooperation. Indeed, it is an 
unfortunate reality that most of the Third World nations are not 
equipped with adequate expertise, knowledge and objective information 
on global issues sc as to understand the complexities and advantages of 
mutual cooperation. On the other hand, the developed nations cannot be 
expected to assist the process of South-South ccoperaticn in ,a form that 
would make the developing nations more indepeadent of the developed 
capitalist countries of the West. The Third World countries, therefore, 
will have to decide on their own and work for mutual help in spite of 
the likely opposition from the rich countries. 

It is true that the Third World as a whole does not have the kind 
of industrial capabilities and sophisticated technologies that the rich 
nations can offer to the Third World. However, do the poor countries 
need very high levels of technologies at the present stage of their 
development? Probably, the answer is in the negative. Qiiite apart from 
this, it is also doubtful if the rich nations would ever make the most 
modern and sophisticated technologies available to the poor nations. 
Past experience shows that Third World is invariably dumped with 
outmoded technologies and the developed countries do not even transfer 
the capital and help which is promised. The aid, grants and investments 
are so managed to promote the seif interest of the West instead of 
providing genuine support to the processes of development in the Third 
World countries. It is thus clear that poor nations will have to learn 
to live on their own and support activities of mutual benefit. 

Among the Third World countries India has a fairly high level of 
industrial development. The managerial and business experience of 
India could be of direct relevance to other developing countries. India 

* The author wishes to acknowledge the support received from his 

colleagues in the Corporate Studies Group. 



has Imported technologies but it has taken steps to adapt these to its 
needs! Ib a way, therefore, India could be a potential source of 
techndiogy which is more suitabla to capital scarce and labour surplus 
developing countries. It is in this context, that one needs to review 
and discuss the role and experience of India in promoting South-South 
cooperation. 

Broadly speaking, South-South Co-operation can be achieved through; 

i) transfer of technology; 

li) transfer of managerial expertise; 
iii) trarfsfer of manpower; and 

iv) by undertaking investments through joint venture projects by 
private and public sector undertakings in other developing 
countries. 

The present study confines itself to a review of the development 
cooperation through promotion of joint venture projects as set up by the 
Indian private and public sector undertakings in other countries in 
general and the Islamic countries, in particular. 

’Joint Venttire’ has been defined as a form of association, 
including commercial and industrial collaboration, in which residents or 
corporate entities from two or more countries share the responsibility 
for setting up and operating a new enterprise by providing risk 
capital, goodwill, know-how and management in an agreed manner. For 
Indian companies seeking to undertake investments in joint ventures 
abroad, general guidelines have been issued by the Government of India. 
The applications for joint ventures are approved by the inter- 
ministerial Committee comprising of the representatives of the 
Ministries of Commerce, External Affairs, Finance, Industry, 
Agriculture, Steel and Mines, BGTb, and the Department of Company 
Affairs. The Guidelines stipulate that : 

1) Indian participation abroad should ordinarily be through 
corporate entities registered in India and having at their 
command the necessary manufacturing experience and technical 
competence; 

ii) Participation by Indian companies should be in accordance with 
the rules and regulations of the host country; and 

iii) The mode of participation in. the equity share capital should 
normally be through export of capital equipment and 
technology, but cash remittance will be permitted in the 
deserving cases depending on the merits of each case. 
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The data and informatiori on Indian joint ventures (IJV) abroad is 
obtained mainly from the Indian Investment Centre (IIC). The reference 
point of the study is September 30, 1982. The information available 
covers the following: 

(i) name and address of the Indian party; 

(ii) name and address of the joint venture: 

(iii) field of operation: 

(iv) total equity and the equity held by the Indian parties in 
local currency as well as the rupee equivalent of the Indian 
equity?, and 

(v) the status of the project i.e. when was it sanctioned, whether 
it is under implementation and if it has commenced 
operations . 

The ownership character of the Indian parties involved in joint 
ventures abroad has been determined on the basis of the data available 
with the Corporate Information System of the Indian Institute of Public 
Administration, New Delhi. While the information with the IIC is 
supposed to be comprehensive, we find that in reality it is not sbii The 
listings of the IIC cover only a part of th« Indian ventures abroad. One 
comes across a number of overseas ventures by Indian companies, in which 
Indian Business Houses have varying degrees of equity participation, 
but these do not appear in the listings of the IIC. In particular, one 
finds that wholly owned subsidiaries, operating both in developed and 
developing countries, do not find a place in the IIC list. For 
instance, Birla AG, Swiczerland, a subsidiary of Jiyajeerao Cotton Mills 
Ltd., a Birla' House company; Shaw Wallace & Hedges Ltd., Sri Lanka, a 
subsidiary of Shaw Wallace & Co. Ltd. of India', a member of the Sime 
Derby Group; Jaykayorg AG, Switzerland, a subsidia'ty of Eaymond Woollen 
Hills Ltd., a company belonging to the J.K. Singliania House; and Leila 
Lands Sendirian Berhad, Malaysia, a wholly owned subsidiary of Bo.mhay 
Burmah Trading Corpcraticn Ltd., a Wallace House Company; do not Appear 
in the faet-sheets brought out by the Indian .Investment Cenpre. One 
also finds that some of these IJV Involve themselves in inter-corporate 
investments, and the newly floated companies of the joint ventures are 
not noticed by the Indian authorities. The IIC list, strangely enough, 
does not include IJ? set up for 'Turnkey Projects* anu 'Construction 
Jobs’. For instance the IIC list does not have any reference to Indian 
operations in Iraq and Libya. 



Growth of Indian Joint Ventures 

The guidelines make it obvious that corporate bodies, from the 
official viewpoint, are the preferred form of entrepreneurship for 
promoting joint ventures abroad. The guidelines also recognize that 
India is not a capital surplus country; and therefore participation in 
equity of the joint ventures should be, preferably, through export or 
capital goods. The need to respect the host country’s rules and 
regulations is specifically underlined. The Government also seems to be 
anxious to avoid the danger of inefficient and incompetent people (not 
possessing the necessary technology) going abroad to set up joint 
ventures. The guidelines are clear and seek to protect the interests of 
both the home and the host country. Historically speaking, it appears 
that the first attempt at setting up joint ventures abroad from India, 
was made by the Birlas in the 'fifties'. The Birlas established a 
textile mill in Ethiopia. But the process of Indian capital going 
abroad gained momentum only during the last decade. Out of the 465 
cases approved for setting up of joint ventures abroad till the end of 
March, 1982, only 106 were approved prior to 1971. Out of these 134 
were in operation and another 86 were at various stages of 
implementation. 

Table-*i gives the number of year-wise approvals and the 
Implementation status as at the end of March, 1982. It appears that the 
number of approvals per annum was higher during the post-1973 period. 
But one does not find any clear upward trend. The peak was reached in 
1977. We find that out of the 345 cases approved till the end of 1978, 
only 99 (28.7 per cent) were in operation at the end of March, 1982. A 
high failure rate appears to be an obvious conciusion. In international 
investments this may not be an unusual phenomenon. The mere fact of an 
approval does not indicate much. 

Of the 465 cases, as many as 196 approvals remain wholly 
unimplemented and another 49 are reported to have been abandoned. In 
short, out of the total proposals for joint ventures approved more than 
half were either not implemented or were abandoned after initial steps 
were taken. The proportion of drop-outs has been considerably less 
after 1977. While one can expect some time to lapse before a project 
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Table - I 


Yearwise Approvals ot Joint Ventures 
ana- TfitlY Fr5satrt“'PBaTtT5iEi 


Year In 

Operation 

Ui 

h 

m 

Total 

NI as % of 
Total 

i 

X 

r*. 

3 

4 

5 

6 

7 

1970 & 
Before 

19 


22 

65 

106 

61*3 

1971 

5 

— 

3 

10 

18 

55.6 

1972 

5 


2 

16 

23 

69.5 

1973 

6 

- 

1 

8 

15 

53.3 

1974 

13 

- 

5 

13 

31 

41.9 

1975 

12 

i 

7 

14 

34 

41.2 

1976 

10 

1 

■ L 

19 . 

34 

55.9 

1977 

18 

3 

3 

25 

49 

51.0 

1978 

11 

1 1 

2 

11 

35 

31.4 

1979 

15 

7 


6 

28 

21.4 

1980 

13 

21 

- 

3 

37 

8.1 

1981 

7 

32 


6 

. 35 

13.3 

Janr-Mar 

82 - 

10 

- 

- 

' If* 

- 

Total 

134 

86 

49 

• 1-96 

465 

42.2 


Hotes ; 1- UI - Under Implementation 

2. A - Abandoned 

3. NI -- Not Implemented 
Source; Indian Investment Centre. 

goes on stream, it appears that most of the proposals approved prior to 
1978 but still pending implementation, can be treated as abandoned.^^^^^^^^^^^^^^^^^ 

At the end of September 1982, there were 137 Indian joint ventures 
which had already gone into production; in another 89 cases, the 
proposals were under the process of active implementation. We attempt 
below an analysis of these 226 cases in terms of geographical 
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distribution, nature of Indian partners, extent of equity participation 
and fl eld /industry of operation- Table~II shows region^wlse 
distribution of the 226 joint ventures- Kearly 40 per cent of IJV (90 
in number) are located in the South East Asia region. In terms of 
capital invested also, the region's share is nearly the same. The case 
of Africa is interesting because the 44 joint ventures (19.47 per cent) 
located in this region account for as high as 43.6 per cent of the total 
capital invested in the IJV. The share of oil exporting West Asia and 
the advanced countries, in terms of capital invested, is considerably 
less than their share in the total number of IJV, 27.88 per cent of 
the joint ventures are located in developed and oil exporting West Asian 
countries, but in terms of equity investment the share of these was only 
a little over 9 per cent. South Asia (comprising Nepal, Bangladesh and 
Sri Lanka) seems to have provided very little attraction to Indian 
entrepreneurs. 

Table 2 ii 

Showing Broad Regional Distribution of Indian Joint Ventures* 

Region No. %age share Equity %age share 

of Col. 2 (Ss.'OOO) of Col. 4 

5 

43.56 
38.99 
8.02 
5.35 
4.08 


TOTAL 226 100.00 1214241 100.00 


* Joint Ventures either in operation, or under implementation. 

One can view the distribution of joint ventures in many ways. One 
way of looking at these ventures,, is from the angle of religion. For 
instance, it is suggested that one should examine the distribution of 
IJV as operating in the Islamic countries. Apart from a question about 
the logic of undertaking the exercise on the basis of religion, one is 


1 2 3 4 


Africa 

44 

19.47 

528882 

South East Asia 

90 

39.82 

473460 

South Asia 

29 

12.83 

97391 

West Asia 

25 

11.06 

65015 

Europe, America and 
Australia 

38 

16.82 

49493 
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not sure if it would be an adequats’ or easy way to classify countries in 
these terms. It is a difficult and controversial issue. Should one 
go by the; 

(i) size of Muslim fjtpulation; 

(ii) percentage of Muslim population; 

(iii) Constitutional character of the country; 

(iv) historical and geographical affinity; or 

v) by the fact that a country was a member of the Islamic 
Conference during a particular period? 

There would to a certain degree be an unavoidable use of discretion. 

Since, we are not competent to group countries as Islamic or non- 

Islamic, (as we have serious reservations about the very concept and the 

advantages of pursuing this line of inquiry), we have gone by the 

classification as given in the 'Encyclopaedia Britannica’. "There are 

over 30,000,000 Muslims in the Soviet Union; and Muslim majorities exist 

in Albania, Bangladesh, Chad, The Gambia, Lebanon, Malawi, Malaysia, 

Niger, Senegal, The Sudan, and Syria. The Arblan Peninsula, 

Afghanistan, Algeria, Iran, Libya, Mauritania, Morocco, Somalia, Tunisa, 

and Turkey are nearly 100 per cent Muslim. Indonesia, Iraq, Jordan, 

Mali, Pakistan, and Egypt are all predominently Muslim (90 per cent or 

over)" 

Islamic countries have been grouped under two categories, 
hereafter, referred to as 'Group I' and 'Group II'« Group I comprises 
non-oil exporting Islamic countries such as Bangladesh, Indonesia, 
Malays?.a, Senegal and Sudan. And Group II consists of oil-exporting 
Islamic countries including Bahrain, Kuwait, Oman, United Arab Emirates, 
Saudi Arabia and Nigeria. The grouping is based on the premise that 
the investment requirements of oil exporting and rich countries would be 
different from that of the others. 

Out of the total 226 joint ventures in production and at various 
stages of implementation, Islamic countries accounted for 40 per cent 
t.e . 91 joint ven ures (See Tabie-III). Group~I countries accounted for 
21.24 per cent (48 joint ventures) and Group-II accounted for 19.03 per 
cent (43 joint ventures). Both Groups have a nearly equal share in the 
number of projects. If one goes countrywise, Malaysia had the largest 
number of ventures followed by Nigeria and Indonesia. But if we 
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Table - III 


Showing Countrywise Distr 

i but ion of 

Indian Joint 

Ventures 

Groups 

No. 

%age share Equity 
of Col. 2 (Rs.'OOO) 

%age share 
of Col . 4 

1 

2 

3 

4 

5 

GROUP- I 





Senegal 

1 

0.44 

169600 

13.97 

Indonesia 

17 

' 7.52 : 

161717 

13.32 

lialaysia 

28 

12.39 

132338 

O 

o 

Sudan 

■■■ ;' i: 

0.44 

36000 

2#96 

Bangladesh 

1 

0.44 

837 

0.07 

Total GROUP-I 

48 

21.24 

500492 

41.22 

GROUP-II 





Nigeria 

18 

7,96 

165343 

13.62 

Oman 

3 

1.33 

21088 

1.74 

Saudi Arabia 

6 

2.66 

19945 

1.64 

U..A;E.’ 

12 

5.31 

14020 

1.16 

Mhrain 

2 

0.88 

7610 

0.62 

Kuwait 

2 

0.88 

2352 

• 

o 

Total Group-II 

43 

19.03 

230358 

18.97 

Total of 

Group 1 and Group 13 

[ 91 

40.27 

730850 

60.19 

Other Countries 135 


59.73 

483391 

39.81 

TOTAL 

226 

100.00 

1214241 

100.00 


analyse from the angle of equity participation, out of the total Indian 
equity participation of Is. 121.42 crores, Islamic countries account for 
Rs. 73.08 crores i.e . 60.19 per cent. In this perspective one finds 
that well over half of the total Indian equity is invested in the joint 
projects located in Islamic Countries. The two Groups differ in terms 
of their share in equity. Grcup-I had Rs. 50.05 crores as Indian 
equity (41.22 per cent) and Group-II has only Es. 23.04 crores (18.97 
per cent). It is understandable that the oil rich Group II countries 
have not gone in for more Indian equity participation than the other 



Group. This may be also because of the differences in the activities of 
joint ventures in oil rich countries. A larger number of joint ventures 
in Group-II countries have been in the area of construction and trade. 
Malaysia has the largest number of joint ventures i.e^ 28 among all 
the Group I and Group II countries, followed by Nigeria and Indonesia 
with 18 and 17 ventures respectively. The four countries Malaysia, 
Nigeria, Indonesia and Senegal account for a little more than half of 
the total Indian equity in the IJV. One single joint venture in 
Senegal alone accounted for as high as 13.97 per cent of the total 
equity capital. This joint venture is set up by a consortium 
consisting of Indian Farmers Fertilisers Cooperative Ltd., (a co- 
operative); Southern Petrochemical Industries Corporation Ltd., (a 
Chidambaram House Company) and the Government of India, for production 
of fertilisers and phosphoric acid. 

In Group II, barring Nigeria which has 13.62 per cent of total 
Indian equity, the rest of the countries have a very little / equity 
participation. Though nearly 60 per cent of the IJV are located in non- 
Islamic countries, they account for only 40 per cent of the equity. 

Equity Participation in Joint Ventures: 

The relative share of equity held in a company in general, is 
expected to reflect the extent of control exercised by the respective 
party. However, this need not necessarily be true in all cases because 
control can also be exercised by various other means, like appropriate 
clauses in the Articles of Association of the company, terms of 
technical collaboration agreements, selling agency contracts, etc. We 
have attempted a limited exercise at estimating the propensity of the 
Indian entrepreneurs to gain control over the joint ventures they have 
entered into with the help of their share in the equity capital. 
Participation in equity by the Indian entrepreneurs is generally 
through; 

(i) capitalisation of exports of machinery and equipment; 

' (il) : non-remitted' ' dividends • 

(iii);\loan- adjustments;:,: 

ji(iv)':;consitLtancy: nnd':atHer:: :-setyice :fees;::and ■ 

•Cvl:'boyaltiesl j 
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It is difficult to identify the share of actual cash refflittances by 
Indian investors for purposes of equity participation as the data 
provided by the I IC does not give such a break-up. The data available, 
however, helps to gain a general idea of the degree of the Indian equity 
participation in these ventures. Table-IV shows the distribution of 
joint ventures in different equity ranges. Out of the 226 1JV, in the 
case of one company the pattern of equity sharing is not available. For 
the purposes of comparison of the extent of the Indian equity, seven 
ranges have been identified. A significant number of joint ventures 
have 41 to 50 per cent of equity participation i.e. 55 out of 226 (24.44 
per cent). This is followed by the 31-40 per cent range with 49 cases 
(21.8 per cent) and the 21-30 per cent range with 44 cases (19.6 per 
cent). Nearly two-thirds of the cases fall in the range of 21 to 50 per 
cent equity participation. It may not be out of place to quote the 
Federation of Indian Chambers of Commerce and Industry, a staunch 
supporter of IJV, regarding equity participation by Indian parties. The 
Federation observed, "Notwithstanding this low capital base and small 
shareholding, Indian partners in most of the joint venture projects have 
been given the responsibility of managing the units and some of them 
have undoubtedy made a mark.""' ^ 


Table - lY 

Showing Indian Equity Proportion-wise 
ITTgTrlhTiTliyn" 


Percentage 
of Equity 

Group-I 

Group-II 

Group-I & 
Group-II 

Others 

Total 

%age share 
of Col. 6 

1 

. . ■, 2 

. 3 

4 

5 

6 

7 

1-10 

.1 

3 

4 

10 

14 

6.22 

11-20 

10 

6 

16 

13 

29 

12.89 

21-30 


. ' 7 

16 

28 

44 

19.55 

31-40 

12 

14 

26 

23 

49 

21.78 

41-50 

10 

10 

20 

35 

55 

24.44 

51-75 

5 , ■ 

2 

7 

19 

26 

11.56 

75:; and' > 
above 

1 

0 

1 

7 

8 

; 3.56 \ 


M 

42* 

90 



100.00 


*Data on equity participation is not available 
for one joint venture. 




104 


It appears that there are some marginal differences between Islamic 
and other countries in the pattern of equity participation. For 
instance, nearly 70 per cent of the joint ventures in Islamic countries 
have Indian equity lower than 40 per cent. But in other countries the 
corresponding percentage is 55. This means that in Islamic countries 
there are relatively more IJV with less than 40 per cent level of equity 
participation. The equity share of Indian companies was 73 per cent or 
more in the case of only 8 joint ventures located in the Islamic 
countries. In Group I and Group II, there are twelve and fourteen joint 
ventures, respectively, in the equity range of 31 to 40 per cent. 
There is only one joint venture in an Islamic country (in Group I) in 
which there is more than 75 per cent Indian equity participation, i.e. , 
Sarabhai M. Chemicals, a Sarabhai house company in Indonesia. 

Nature of Activities 

Indian joint venture projects cover a wide range of industries. 
These range from engineering industries to turn key projects, 
maintenance of hotels, trading and provision of consultancy services. 
Nearly 18 types of industries are covered by the, joint ventures. 
Engineering, Hotel, Construction, Trading and Textile industries account 
for nearly 55 per cent of the total joint ventures. Table-? shows the 
distribution of joint ventures according to country and industry groups, 
both in terms of the number of joint ventures and the size of equity 
held. 

In terms df numbers, the engineering industry stands first with 46 
ventures. This is followed by hotels, construction, trading and 
textiles. Engineering, chemicals and textiles explain a large part of 
the economic activity by the IJV, each accounting for a nearly 18 per 
cent share of the total Indian equity held abroad. The paper and pulp 
industry comes next with a 10.3 per cent share. Other industries, of 
significance, were vegetable oil refining, banking and hotels. The 
concentration of equity capital in manufacturing industries may also be 
a result of the capitalisation of machinery and equipment exported by 
the Indian parties, The manufacturing units have a disproportionately 
high share of Indian equity Invested relative to the service and 
consultancy units. Even otherwise, it is natural that manufacturing 



■ Table - Vof’ ' . , „• ' ■ ^ 

Showing Inter-Sectoral Distribution of Indian Jo int Ventures Abroad . . ^ . 
v> — i. — — (KS.'OOO) 


Countries 


Sector ; 

■ Group I 

No. .Equity' 

Grouo II Other ■ 

No. Equity • No. Equity 

Total . %age‘ share 

■ No. Equity of Col. 9 

■1 

' • ' ■■■ ■ 2 ' 3 ■■ 

k : 5 7, 

8 . ' 9 ■ • ■ '16 


Manufacturing 


1. Engineer iiffi 

15 

47376 

■ 7.: 

53675 

24 

120273 

46 

221324 . 

i 1'8.23 

2. Textiles and Yam ■ 

',9 

.110147 


34065 

■il 

74779 

22 

218991 

18.04 

3. Qiemical, Dyestuffs 

and Fertilizers 

' ' . ' 

5 

182824 . 

3 

103GC 


■ 25410 

16 

218534 

18.00 

4. Paper and Pulp 

1,'^ 

20Q16 

■ — 

' ' 

..2;, 

105301 

3 

.125317 

10.32 

5. Vegetable Oil Refin- 

8 

82898 



■,‘1" 

' 712 

9 

83610 

6.89 

ina & Fractionation 

6. Cement, ffl-ass & 

2 

6790 

2 

34745 

2 

6849 

6 

48384 

3.98 

Ceramics 

7. SfiLneral feploration 




— 

2. 

, 22000 

'■■■2 

22000 

1.81 

8. Electrical 

3 

1 , -5858 

2 

3647 

6 

’ 11014 

11 

20519 

1.6S 

9. Rubber and Canvass 
Goods 


mm 

1 

,948 

h 

11625 

'■•i '^5' 

, ,g,, 

12573 

1.04 

10. Drugs and Pharma- 
ceuticals 

2 

7597 

", 2 ' 

2340 

3 

'';:^1660"' 

7 

11597 

G.96 

11. Food Products 



' 2 

1900 

6 

8713 

8 

10613 

0.87 

Ga-rmeuts' 


837 



.■ 2 ■ 

2252 

'S''' 

‘ 3089 

0.25 

13 . Packaging & Bottling 


' ' ^ 


,v ' 

,'. 3 ' 

1800 

3.,,, 

1800 

0.15 

Sl’E~-T0TAL 

46 

464343 

^21’ ■ 

141620 . 

74 

392388 

141 . 

998351 

82.22 


Service & Consu ltancy 


14. Bankirig 

■-"-1 

36000 

"1 

/ 2^00 


'i'V:6715 

6 

70715 

5.82 

15. Hotels, SfistamrantS 

and travel ' , ' ' ■ 



■ ■ 

600 

:35 

. , 68985 


.69585 

5.73 

16. Construction and 
Consultancy 



•:'i7 

49540 

9 

■■■"' 3513'' 

■ 

53053 ' 

4.37 

17. Trading 

1 

149 i 

■. .2 

' ;;.798* 

21 

8893 

24 

9840 

0.81 

SlJB-^TCm 

2''’ 

''36lW’ 

2 

7p938 

59 

88106 

fc 

203193 

16.73 

18. Others 


- 

1 

9800 

2 

2897 

3 

12697 

1.05 

TOTAL 

48 

500492 

43 

230358 135 

483391 

226 

1214241 

100.00 


* Corresponds to data for only one company as data 
for the other is not available. 


units should have a larger equity base compared to service units. An 
interesting point that emerges from the Table, is that Group I has a 
larger number of manufacturing units than service units as compared to 
Group-II. This appears to be true in the case of equity participation 
also. This may be due to the fact that oil rich Group II countries 
attract low capital based construction and consultancy industries. A 
comparlsioh of Islamic countries with other countries shows that there 
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are a more or less equal number of joint ventures in both the groups in 
a number of industries. But industries like vegetable oil refining and 
trading are relatively concentrated in Islamic countries. Out of the 
total 9 vegetable oil refining and fractionation ventures, 8 are in 
Group I itself. This may be due to the high priority recently given to 
the policy of export of edible oil after getting it in processed form, 
by countries producing coconuts and other vegetable oil sovirces. In 
contrast to this, one finds that out of the total 26 projects in 
construction and consultancy, 17 are in Group II itself. The share of 
Group II in construction activity turns out to be much higher if we take 
equity participation as a basis for comparison. Group II accounted for 
93.3 per cent of the Indian equity in all IJV in construction 
activities. There is not even one such project in Group I. Only 9 
construction projects are in non-Islaraic countries. In Group I, even 
though engineering units are more in number (15) , than the chemicais, 
dyestuffs and fertilisers (5), in terms of equity investment, the 
chemical industry exceeds the overall interest in engineering. This 
fact, however, is basically due to one large fertilizer joint project, 
as mentioned earlier. 

Indian Industrial Houses and Joint Ventures ; 

It xtrould be of interest to examine the ownership character of the 
companies promoting joint ventures abroad. This may be useful In 
checking some hypotheses like whetheV entrepreneurs are moving out 
because of lack of opportunities in India, or due to restrictions 
implied in government policies at home, or if the Indian investors going 
abroad are making attempts to achieve international status in order to 
reduce likely risks from unsympathetic policies at home. Are the Indian 
investors attempting to establish escape routes? It will also help 
check whether TNCs are using the channel of joint ventures to expand 
thair global operations under the cover of South-South cooperation. 

While identifying the major groups of companies which have gone 
abroad, an attempt has been made to mention those in partic\iiar which 
have equity investments of Rs. 10.00 million and more. Other Groups 
( i.e. Industrial Houses) are clubbed together and classified as Other 
Large Houses. There are soma small groups of companies which are well 



known, in India but have yet not come under the MRTP Act. Such groups 
are taken --.s the 'Other Groups'. All Government companies are grouped 
under the category of 'Public Sector*. Joint ventures promoted by 
companies incorporated in India which are close associates of Western 
transnational corporations are referred to as IKCs. One joint venture 
as we noted above, was promoted by a consortium of a cooperative, a 
private sector company and the Government of India for production of 
fertilizers in Senegal. There are some others which were promoted by 
individual companies not falling under any of these categories and by 
individuals* 

Table VI gives the distribution of joint ventures by 
entrepreneurial categories. If one looks at the number of joint 
ventures set up by the Indian Industrial Houses, one finds that nearly 
40 per cent of the IJV abroad were promoted by the Large Houses i.e. 91 
out of 226. Again within the large Houses, Birlas account for the 
highest number (22 ventures), followed by Tatas, Thapars, and 
Kirloskars. Thirteen joint ventures were established by the Indian 
public sector. The above pattern of joint ventures does not take into 
account the large number of turnkey projects. There is evidence to 
suggest that Transnational Corporations (TNCs) are also involved in 
setting up joint ventures originating from India. It has been possible 
to identify at least 11 such cases. In addition to these there are 
another 11 cases of joint ventures which have been set up by companies 
which are close business associates of TNCs ( i.e. each having at least 
10 per cent of foreign equity). Some of TNG associates also happen to 
have close business links with Indian Large Industrial Rouses. 

Apart from the consortium in Senegal which is the single largest 
Indian joint venture with Rs. 16.96 crores as Indian investment, the 91 
joint ventures promoted by Large Industrial Houses account for Rs. 63.91 
crores of Indian investment abroad out of a total of Rs. 121.42 crores 
i.e . 52.6 per cent. If one goes by individual Houses, the Birlas have 
the largest share in the investments in equity (Rs. 18.46 crores), 
followed by the Thapars (Rs. 11.93 crores), and Tatas (Rs. 11.72 
crores). The public sector comes next with Rs. 11.70 crores i.e ., 9.64 
per cent. :TNCs and their associates account for Rs. 9.9 crores (8.16 
per cent) of the Indian equity abroad. : 



Table - VI 


fetegorywise Distribution of Indian Investors 
__ 'Jb’irit Vdntute'§“Abr‘6dd ; 


(Bs. in '000) 




Colintries 







Group~I 

Group-II 

Others 

Total 

%age shar< 

Indian Investor 


Equity 


Equity 


Equity 

- -No. 

Equity 

of Col. 9 

1 

2 

3 

4 

5 

6 

7 

8 

5 

10 

Birla 

10 

81207 

' 3 

22291 

9 

81152 

22 

184650 

15.21 

Hiapar 

3' 

34536 

3 

24282 

2 

60450 

8 

119268 

9.82 

Tata 

3 

74071 

'■ 3 

5810 

4 

37356 

10 

117237 

9.66 

J.K. Singhania 

1 

1063 

— 

— 

3 

51353 

4 

52416 

4.32 

tfodi 

— 


1 

32000 

2 

8919 

3 

• 40919 

3.37 

L & T 


— 

1 

7500 

1 

11200 

2 

18700 

1.54 

Nom'osiee Wadia 

1 

14794 




... 

1 

14794 

1.22 

Godrej 

bkfatlal 

3 

13354 



1 

939 

4 

14293 

1.18 

1 

4800 

: 


1 

9388 

2 

14188 

1.17 

Kirloskar 

2 

3739 

— 

— 

6 

8207 

8 

11946 

0.98 

Other Large Houses 

4 

14496 

5 

14400 

■18 

21820 

27 

50716 

4.18 

Sub-total ; 










Large Houses 

28 

:242C»60 

16 

106283 

47 

290784 

Si 

63912/ 

52.64 

Other ■ Groups 

4 

3451 

3 

4401 

15 

41046 

22 

48898 

4.03 

Public Sector 

1 

36000 

6 

63836 

6 

17167 

13 

117003 

9.64 

Consortium 

1 

169600 

- 

- 

- 


1 

169600 

13.97 

TNCs 

1 

583 

1 

860 

9 

45836 

11 

• 47279 

3.89 

Ml Others 

13 

48798 

17 

54978 

58 

88558 

88 

192334 

15.84 

Companies with 
more than 10% FE 

4 

29674 

2 

3621 

5 

1852G 

11 

51815 

4.27 

(Excluding TNCs) 










GSAND TOTAl. 

48 

500492 

43 

230358 

135 

483391 

226 

1214241 

100.00 


If one takes religion as a basis for categorization of countries, 
(about which we have already expressed reservations), it would also 
appear logical to classify the Indian Industrial Houses and investing 
companies on a similar basis. A hypothesis worth Inquiring into woixld 
be if the Indian investments in Islamic countries are from companies 
under the management of Indian Muslims or if in international 
investments it is the logic of business Interests and returns which 
determines the. behaviour of investors and that religion provides no 
motivating force. Alternatively, from the view-point of host countries, 
one should assess if the Islamic countries have preferred certain 
categories of Indian investors or they have paid little regard to the 
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religious beliefs of the managements of the investing companies. From 
the data ard information available,; one does not find any support for 
the above iormulations of special preference or discrimination against, 
or in favour of, any group based on faith and religion. The Eirlas, the 
Tatas and the Thapars who have largest share in investments in the 
Islamic countries, are not known to be under the managements of Muslim 
entrepreneurs. The same holds true of TNCs. One does not even find a 
weak support for the hypothesis, in the matter of joint ventures, 
because even the small groups of companies which have gone abroad do not 
appear to have been chosen on the basis of religion. This conclusion 
finds fur the!: supporting evidence from the fact that Birlas and Tatas 
have made more investments in poorer Islamic countries (Group I) than in 
oil exporting Islamic countries of the Gulf. The investments abroad 
seem to be governed by long term opportunities and the availability of 
raw materials and markets and not by the religious faith of the investor 
or the host country. This seems to be a very logical phenomenon as 
'business* is ’business' and one cannot allow personal biases or non- 
business factors to determine the course of investment. 
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82. IMiarpur Industries Ltd# Hiapar Bilt Middle East Pvt Ltd# Ctonstructior. & l^dg# 540 32*6 

83# j3al.mer Lawrie & Co* Ltd# Public Sector «*• &merM Contract ii^ 539 49 #0 

6 construction# 
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HOTES . 

■ > 

1. This has been repeatedly exphasized at the UN and other 
international fora. The Bratidt Commission has referred to it as 
'South-South Cooperation*. 

2. c.f . The New Encyclopaedia Britannlca» Vol. 9 p. 937, 1974. • 

3. Federation of Indian Chambers of Commerce and Industry, Workshop on 
Indian Joint Ventures Abroad and Project Exprotss Report, 1982, 

Part II, p. 6, 
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Durin.g the last few months the shares cf DCM and Escorts have been 
in, demand-* As- a'.,co;n:S'eique.nce j -the. .share prices' of these companies have 
w.itnessed-'-a sharp vriBo^ In all^ -if is believed that the over all size of 
the. ehaxes. changing h^ands- is'' nearly 4 per cent in the case of DCM, and 
aropid, 1 p.er cent- for '.the- Escorts. The continuing pressure for buying up 
of_ the ^sharesviof Xh.c 't w.o-c-ompanies is -seen as a clear, bid to cjlslodge 
the present. '.■managements.. •'■It is widely believed that t.he takeover- „• bid ' has 
been enginfce3:e:d.:by some iion-revs'i|ie.nt Indians who have been offered 
special fiscal . concessions to invebt in India. 

The' Federate on of- Indian Chambers of Commerce and Industry, the 
ASSOCIiAM’ and individual ■ representatives of the Indian Big Business have 
sought Government assurance and protection against the take-over bids of 
important and large .private sector companies by some non-resident 
Indians. A number of suggestions have been made to ensure that the 
recently declared fiscal concessions to non-resident Indians do not pose 
any threat to the present managemehts of the Indian private sector 
companieS|. Alongwith the argument of possible de-stability, the: 

take pver bids could lead to,' the Indian Industrialists also that 

un-regulated , investments by nbh-resident Indians could result .in, .the 
national private sector industry falling in the hands of- such 
indiyid-uals who had rellnquisbed Indian nationality and chose to stay 
outside India to make 'dubious fortune' while 'v7e have bf.en here' to 
work for, the development and progress of the country. It has been said 
that, the, non-resident Indians are 'raiders' and their un-scrvpulous 
attempts to dislodge managements itt the' 'well managed' companies should 
be thwarted in the overall interest of the Indian industrial 
development. . . - 

As a spokesman of the non-resident, Ipdians,. Swaraj Paul, a family 
member of the Ap'ee jay Group of Indian enter,prises, has Bd-escribed the 
Indian industrialists as 'feudal' and the ones who continue to treat the 



Person of Indian Drigini According to the Finance Bill, 1982, " a 

t erson shall be deemed to be of Indian origin if he or elthet of 
is parents or any of his grand parents was born in undivided 
India." 
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company share holders in a shabby manner. The Indian industrialists 
are, according to Paul, paying extremely low returns on financial 
investments. It is argued that with enlightened and scientific 
management the Indian private industry can demonstrate a far higher 
level of performance than what the 'feudal' managements have delivered 
to the Indian economy. An argument being putforth is that though 'we 
left India for various reasons we are still Indians at heart'. We have 
struggled against all sorts of odds in the white man dominated world and 
in the process equipped ourselves with the most modern and sophisticated 
management techniques. We would like to give the benefit of our 
knowledge, expertise and resources to our own country with which we 
continue to have strong family and emotional commitment. 

Even a remote piospect of losing management control over large 
companies could make the present managements shiver. The dislodging 
could mean a near liquidation of their industrial empires and the power 
they have exercised to oblige and patronize (i) a host of activities 
outside the legitimate business activity and (ii) persons and parties 
who would promote and defend the family interests^ The fact that two 
companies are Delhi based adds special lustre to their economic and 
political power. The fight between the Shriram and Nandas on one side 
and Swaraj Paul of the Apeejay Group on the other is an open and a 
direct one. The issues the management control of the DCM and the 
Escorts. The FICCI and the ASSOCHAM are making' out as if it was an 
issue of national honour. The present managements are pleading to the 
sensitivities of the Indians against •the 'raiders* and dubious 
operators. The non-resident investors are talking of ending 'feudal 
system'and the need for scientific management. The. -contenders of power 
and the present family in power are both seeking public support. It is 
however, a pity that the view point of the real owners of these private 
corporate sector entities (the DCM and the Escorts), over which the 
fight for control has been going on for the last one month, has never 
been known or discussed. It is only in passing that one hears of the 
substantial shareholding of public sector financial institutions in 
these companies. This is mentioned in such a manner and style as if 
public sector has no option but to support one or the other. The public 
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sector financial institutions are taken for granted by the present 
managements. 

It appears that the precise shareholding structure of the large 
private sector companies is not widely known. One feels that for an 
objective public discussion it is necessary to know the magnitude of the 
shares held by public sector institutions. It is also necessary to know 
the pattern of the risk sharing in the large private sector companies. 

Let us take the two companies of which the management rights are 
supposed to be getting traded on the stock exchanges. The DCM had 
assets of Rs.184.78 crores (1981) with the. equity capital base of 
Rs.20.06 crores. The total number of issued and subscribed equity 
shares was 80.25 lakhs (each share value: Rs.25.00). There are II^SSS 
share holders of the company. Of the total equity shares nearly 10-12 
lakhs are claimed to be held by the Shri Ram family, friends, 
associates, family trusts and educational institutions managed by the 
family and the other family controlled enterprises- In sharp contrast 
to this public sector financial institutions were holding 3 4i;14 lakhs 
(i.e. 42.54 per cent of the total equity capital.. With only. 10 to 12 
lakhs shares (out of the 80.25 lakhs shares) the Shi'i Ram family cannot 
control the company witout support of the public sector financial 
institutions. Another fact, well known to students of the corporate 
sector is that in widely held companies a fairly large part of the share 
holding is never involved in determining the character of the 
management. It is only the large share holders who matter. For 
instance, the top ten share holders of the DCM accounted for •46.54 per 
cent of the total equity capital. Of the 10 top share holders of the 
DCM, seven were public sector institutions and the three private share 
holders were: Madan Mohan Lai Shri Ram Pvt. Ltd. (7.85 lakhs)^ Shri Ram 
Scientific and Industrial Research Foundation (1.62 lakhs)? and Shri Ram 
Education Foundation (0.58 lakhs). The single largest share holder was 
the Lie with 7-95 lakh shares. The above was the picture in June 1980. 
By December 1982 the share holding of the public sector had actually 
increased. For instance, the LIC holding was 10.39 lakhs in 1982_as 
compared to 7.95 lakh shares in WSO. From anothfer angle one can see 
that 90 per cent of the share holders held only 16 per cent of the 
equity shares (each having shares worth less than Rs. 10,000 only). 
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There is a high degree of concentratioti of the shares; and it is also 
obvious that if non-voting shares are excluded, the public sector woiaJ d 
enjoy a clear majority at any Annual General Body meeting. The Shri 
Bams' family cannot remain in control of the DCM if it does not have the 
confidence of the Ministry of Finance, who control the public sector 
financial institutions. I 

The case of the Escorts is still more clear. The public sector 
financial institutions held, more than majority equity in the Escorts 
during 1980. What is the present size of public sector holdings? 
Informed business circles believe that the majority equity shares of the 
Escorts are still with the public sector; institutions. The Nandas are 
in control of the Escorts because the Government of India has agreed to 
keep them in power. The Nandas cannot be dislodged even if someone was 
to acquire twice the number of the Escorts shares as held by the 
Nandas, provided, however, t^e Gqyernment .continues to patronize them.On 
the other hand, with majority equity under control: of the public sector 
financial institutions, the Government, can: help’ anyone (even with or 
without having a single share of the Escorts) :to take over the company 
management. The Nandas control .the Escprts. by courtesy , of the Ministry 
of Finance of the Government of India They, cannot continue to control 
Escorts even for a day without the political and. Official patronage of 
the Government. Though there are more than 10^000 share holders of the 
company they cannot determine the character of Escort management. 

The present controversy over the DCM and the Escorts should be 
taken as an opportunity to have a public debate on some basic questions 
about the (i) real character of the Indian private corporate sector, 
(ii) the role of Parliament, (ill) the role of regulations by the public 
sector financial Institutions, and (iv) questions relating to the 
government nominee directors on private sector companies. 

How Private is the Indian Private Sector? 

We give below an illustrative list of largie private sector 
companies in which the public sector financial institutions held more 
than 25 per cent of the equity shurejs. If ^one .goes by the majority 
concept (i-e. public sector hayii^ jB^re th^ per cent of the shares) 
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the Andhra Pradesh Paper Mill , and Eastings Mills, now with Bangur 
House, should Indeed be tak^gn as government companies. Similariy, in 
terms of voting rights, the Central Pulp Mills, the Esdorts, Kohinoor 
Mills, Poysha Industrial, Kirloslcar Pneumatic, Hindustan Brown Boveri, 
Seshasayaee Paper, Andhra Vally Power, Mangalore Chemicals and Gujrat 
Alkalies and Chemicals were government companies as majority risk 
capital was with the Indian public sector. 

According to the Monopolies and Restrictive Trade Practices Act, 

f 

1969, one does not require more than 33.3 per cent of equity shares to 
qualify for being grouped under a House. If the public sector was also 
treated as a House (which it is In terms of the economic interests in 
industry, trade and services) all private sector conipanies In which the 
public sector held equity was more than 33-3 per cent should be treated 
as under public sector control. If, however, one was to recognize the 
business reality and classify companies according to the controlling 
interest (i.e. single largest group among the share holders or the 
criteria of 25 per cent as adopted by the Reserve Bank of India for 
assessing foreign assets and liabilities), one would have a larger 
number of the private sector giants included in the government companies 
or' government controlled companies. But since, these are, being 
presently managed by individual families, it may be appropriate to group 
these companies as under private management by courtesy of the 
Government. One may choose any label; but the essential character 
should be known to public and Parliament. 

Bole of Parliament: 

While the public sector holdings are not only large but of even 
majority nature in a good number of private sector giant companies. 
Parliament has never been informed of the extent of public stake and the 
rationality of patronizing the present managements. This indeed is 
somewhat strange. If the Government can inform Parliament about the 
Indian Explosives, British India Corporation and Machinery Manufacturers 
Corporation in which the direct share holding of the Government is less 
than iO-15 per cent, why should Parliament be kept in total darkness 
about those companies in which the public sector holdings were in 
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majority? There is a need to discuss and debate the basic issue and for 
removing the veil of secrecy on issues of public importance. The need 
for introduction of some sort of public accountability is onl.y too 
obvious^ There could be a special Board to coordinate the corporate 
plans of all large sized companies in which public sector holds 
substantial shares. In fact, such a proposition had come from the Prime 
Minister of India as far back as February 1969 (at Faridabad). 

Bi^^ations by the Financial Institutions: 

There are a lot many loopholes in the regulatory mechanism of the 
Government «of India. The Government has expressed helplessness in 
taking effective measures due to inadequate legal authority. The case 
in point is the absence of appropriate law to- make the industrial 
licence holders to respect the conditions as visualized at the time of 
grant of the licences. Why cannot the financial institutions ensure 
that the spirit of various legislations was respected by all such 
companies in which the private managements were wholly dependent upon 
their support for survival? There can be a policy regarding wages and a 
ceiling on salaries. It is obvious that there was something basically 
wrong when all adiit members of a family get sal arias in lakhs of rupees 
a year, irrespective of their age, qualifications of experience while 
the major risk capital of the company was provided by the public sector 
financial institutions. There is need to rafionallze the large 
purchases and sales as also other practices which transfer of benefits 
to friends, relatives and other associates. A whole lot of reforms 
needs to be affected. Why can’t a beginning be made with all large size 
compaies (each having assets of at least Rs. 10.0 crores) and the ones 
in which public sector holdings were the lagest as a block or above 25 
per cent in the equity? 

Govenament l!k>miiiee M ? 

There is need to rationalise the sytem of Government Directors. 
Presently, a good many senior civil servants are being appointed on 
large private sector companies. When . a secretary to the Government of 
India attends Board meetings being presided over by private sector 
industrialists, there can be a variety of serious implications. 
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Similarly^ when retired civil servants, get nominated as' Directors, . there 
are possible dangers about which one needs , to be fully aware of • Apart 
from this, what role'does one expect the .nominee Directors 'to play in 
the companies? This is yet not clear^ ■ 

In Short: ■ 

The issues raised here are of a basic nature* , The: data provided is ■ 
only illustrative; one .Is sure to discover a^far more,_.serious public 
sector involvement in the private sector. Also., to. . be , on the, safe-.' side 
and to avoid overstatement of the case we have confined .to, pquity share 
holding structure. If one were to take note of^ the^ Preference ' and 
debenture shares^ the responsibility of the Government and. Parliament in 
the private sector of India would work out to be far more' significant. 



Aa niustratdve List of large Prtgate Saitor Cbmpanies 
in iMch More than 25% of the Equity is held by Government 
and Government .^icm^red Mnancial Institutions 


si . Same of the CcHEpany 

No. 

Public Sector Share 
in Equity (%) 

Assets 
(Es. Crores) 

1 

2 

3 

AMIN 



i. Jyoti Ltd. (23.9.82) 

46.29 

35.45 

ACC • 



2. Associated Cement Co.Ltd.(17. 12. 82) 

® ■' 

37.31 

201.70# 

ASHQK LEYLAND 



3. Ashok Leyland Ltd. 

27.75 

236. 33@ 

BANGUR 



4. Andhra Pradesh Paper Mills Ltd. 
(29,12.82) 

59.87 

36.05@ 

5. Shree Digvijay Cement Co .Ltd. 
(29.6.82) 

32.15 

45.410 

6. Shreeniwas Cotton Mills Ltd. (28. 6. 80) 

46.97 

17.43# 

7. Bengal Paper Mills Co.Ltd. (21.7.82) 

26.86 

17.090 

8. Shree Synthetics Ltd.(30.12.82) 

26.86 

33.48 

9. Fort GLoster Inds. Ltd. (30.9.78) 

49.15 

9.720 

10. Graphite India Ltd. 

41.82 

36.030 

11. Bastings Mills Ltd. (6.11.79) 

BIESD HEILGEES 

53.76 

16.800 

12. nt^har Paper Mais Co. Ltd. (1979) 

45.61 

40.78 

BIELA 



13. Kesoram Inds. & Cotton Mills Ltd. 
(31.5.82) 

38.64 

74.58 

14. Bharat Ccmmerce & Inds .Ltd. 

(23.4.81) 

33.06 

31.770 

15. Electric Construction & Equipment 
Co.Ltd. (7.4.81) 

44.31 

25.490 

16. India Steamship Co.Ltd. (30. 12. 82) 

30.82 

108.55 

17. Jayshree Tea & Industries Ltd. (1980) 

25.94 


18. Sirpur Paper Mills Ltd.(29.12.79) 

42.56 

25.390 

19. Texmaco Ltd. (28.4.77) 

31.50 

42.33# 



contd... 



127 


SI. of the Company 

No. 

Public Sector Share 
in Equity (%) 

Assets 
(Es. Cirores) 

1 

2 

, '3 

20. Zenith Steel Pipes & Inds. Ltd. 
(3.10.80) 

30.80 

56.29 

SCMEAI' SUEUSBM 



21. Fsombay Suburban Electric Supply ... 
Co. Ltd.(23.9.82) 

■ -66.43 ■ ’Fr 

108.06 

CElimL PULP 



23. Central Pulp Mills Ltd. (27. 3. 80) 

53.67 

21.19® 

DLF ■ 



24. industrial Cables (I) Ltd. (1979) 

46*44 

26.02* 

ESCORTS 



25. Escorts Ltd. (26. 6. 80) 

54.04 

104.50® 

ELCON ENGG. 



26. ELecon Engg.Co. Ltd. (29. 6. 82) 

26.33 

57.09® 

ITC 



27. Tribeni Tissues Ltd-(30.4.82) 

26.50 

27.81® 

28. I.T.C. Ltd. (30.8.79) 

28.02 

210.18 

FCC 



29. Calcutta Electric Supply Corpn. 

(I) Ltd. (24. 9. 82) 

38.46 

273.24 : : 

30. Dunlop India Ltd. (30. 10. 82) 

33.74 

■ 163. 82®' ‘ 

31. Indian Aluminium Co. Ltd. (29. 4. 80) 

27.26 , 

155.61® 

32. Metal India Ltd. (30.12.82) 

28.07 /:■; 

- 103.39® 

33. Simon Carves (I) Ltd. (4. 6. 82) 

25.08 

13; 02® 

GV MIDU ' ' 



34. South India Viscose Ltd. (27. 6. 79) 

26.29 

36.31 

35. Lakshmi Machine Works Ltd. 

(31.12.82) « 

47.02 

41.86® 

ici ■-■■■■■-■ 



36. Indian Explosives Ltd. (17. 2. 81) 

25.19 

164. 08® . 

37. Alkali & Chemical Corpn. India Ltd. 
(19.2.82) 

29.54 

50.52® 

38. Crescent Dyes & Chemicals Ltd. 
(9.2.82) 

40.16 

- 13.82® 

INDIA CEMEin: 



39. India Cements Ltd. (28-9.79) 

::::48:.:69 y : ' ' 

33.04 


contd • . 
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SI. Name of the Ccanpany 
bJb. 

Public. Sector.. Share 
in Equity (%) 

Assets 
(Rs. Crores) 

1 

2 

3 

KAPADIA 



40. fetional Bayon Cksrpn. Ltd.(23.6.82) 

35.37 

55.86§ 

41, Kohinoor Mills Co. Ltd. (29.9.80) 

71-68 

15.820 

42. Ahmedabad & Electricity Co. (20. 9. 79) 

38.34 

112.97 

KN KAPADIA 



43. Poysha Industrial Co .Ltd. (1980) 

50.29 

17.00 

KAMAiJI 



44. Kamani Eiigg. Corpn. Ltd. (16.5.80) 

49.13 

58.240 

KiiAmii 



45. Kliatau Makhanji Spg.& Wvg. Co. Ltd. 
(16.10.79) 

31.85 

25.480 

KIELOSKAR 



46. Kirioskar Electric Co.Ltd.(21.1.83) 

38.11 

46.280 

47. Mysore Kirioskar Ltd. (1980) 

41.92 

22.880 

48. Kirioskar Pneaumatic Co.Ltd. (1979) 

60.42 

28.360 

49. Kirioskar Oil Engines Ltd. 

30.79 

57.330 

KOTiiARI G.l). 



50, General indi. Society Ltd. (3. 4. 80) 

30.13 

21.860 

KOHIARI D.C. 

51. Kothari (Madras) Ltd. (22. 12. 79) 

LARSEN & T0UI5R0 

27.57 

50.450 

52. Larsen & Toubro Ltd. (24.4.81) 

34.74 

142.210 

53. Mndustan Brown Boveri Ltd.(23.i0.80) 63.93 

50.50 

LALEHAJ 



54. AtuL Products Ltd. (24. 4. 80) 

34. Ol 

64.440 

55. Arvind Mais Ltd. (23.6.82) 

27.40 

46.240 

MAHINBPA 



56. MiaMndra & Mahindra Ltd. 

(23.4,82) 

44.10 

129.50 

57. Mahindra Ugine Steel Co. Ltd. (1979) 

28.24 

86.41.0 

fPJivi::;:': 



58. Ifodipon. Ltd. (31.8.77) 

27.14 

68.il 

;59i;:^<ii^:Bubber::M 

39.84 

93.780 



contd... 
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St. ifeme of the Company 

No. 

Public Sector Share 
in Equity (%) 

Assets 
(Ss. Crores) 

1 

* 

2 

3 

PASRY 




60. EID Parry (India) Ltd.(25.6.82) 

28.17 


57.558 

61. Herdllla Chemicals Ltd. (16. 4. 80) 

26.92 


23.638 

62. Corcmandal Feertilizers Ltd. 

(2.6.82) 

36.64 


66.328 

PODAR 

63. Podar Mills Ltd. (1579) 

RAI3NAQ SIKSSe 

45.31 


13.41# 

64. Bharat Steel Thbes Ltd.(5. 11.82) 

42*94 


32.96 

65. Appollo Tyres Ltd. 

31.64 


33.928 

RAJASTKAN SPG. 




66. Rajasthan Spg. & Wvg. Mills Co. Ltd. 

37.88 


25.708 

SPIC 




67. Southern Petro-Cheraical 

Inds. Ltd, (23.12.81) 

42.59 


168.798 

SHRIYANS PRASAD JAIN 




68. ISirangadhra Chemicals Works Ltd. 
(28.9.79) 

30.28 


29.25 

SGINDIA 




69. Scindia Steam Navigation Co. Ltd. (1980)34. 54 


205.13 

SHRI AMBICA 




70. Shri Aobica Mills Ltd. (9.6.80) 

31.87 


66.038 

SESHASAYEE 




71. Aluminium Inds. Ltd, (25. 9. 82) 

42.22 


34.86 

72. Seshasayaee Paper & Boards Ltd. 
(21.9.79) 

56.73 


31.71 

SHRI 




73. Jay Bagineerii^ Works Ltd. (27. 8. 80) 

30.71 


28.168 

74. Delhi Cloth & General Mills 

Co. Ltd.(28. 12.82) 

42.54 


184.788 

SIHOiANIA 




75, J.K. Industries Ltd. (28.7.80) 

35.31 


;-^;;i71i288^ 

76. Sevenseas Transportation Ltd. (26. 5. 82)31. 52 


17.19 
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SL. Name of the Gcmpany Public Sector Share Assets 

Ifor , / in Equity (%) ( Rs. Crore s) 

M ■■■■ ' ■■ ■ 1 ' 3 


TATA 

77. Voltas Ltd. (10. 2. 82) 

78. TSata Engg. & Locomotive Co. Ltd. 

(24.8.82) 

73. Tata Iron & Steel Co. Ltd. 

(17.8.82) 

80. Tata Power Cto.Ltd.(23.9.82) 

81. Tata Hydro-Electric Power 
Supply Co.Ltd.(24.9.82) 

82. Ahmedabad Advance Mills Co. (25. 5.81) 

83. Svadeshi Mills Co .Ltd. (8. 5. 79) 

84. Tata oa Mills Co.Ltd.{1979) 

85. Andhra Valley Power Supply Co. Ltd. 

(24.9.82) 

niAPAR ^ ^ 

86. Eallarpur Inds. Ltd. (22. 12. 80) 

87. Greaves Cotton & Co. Ltd. (10.12.79) 

VISSAKJI 

88. Lasoni-Vishnu Textile Mills Ltd. 

(20.5.80) 

VR NAIKJ 

89. Madras ALianiniutn Co .Ltd. (12. 6. 80) 
WALCHAND 

90. Premier Automobiles Co .Ltd. (1980) 
WALLACE 

91. Bombay Burmah Tradim Co. Ltd. 

(19.3.80) 

OTHERS 

92 . ifeqgsOLore Chemicals & Fertilizers 
Ltd. (28.7.82) 

93. Gijarat Alkalies & Chemicals Ltd. 

(29.9.82) 

34. Sayaji mis Ltd.(1982) L 


45.73 

126.44® 

44.84 

605.23 

42.25 

687.52 

38.40 

116.09 

33.92 

65.46 

42.52 

40.20 

37.14 

18.17# 

33.89 

86.81# 

51.18 

33.59 

27.00 

■124.79®’ 

28.28 

49.72® 

28.74 

14.70® 


33.61 

31.81® 

25.83 

50.66 

34.00 

20.65® 

52.09 

81.48® 

50.57 

^24.94 


15.76 


contd... 


Sl^ Name of the Company 

No. , ' 

Public Sector Share 
in E<juit3^ (%) 

Assets 

(B.a . Crores) 

1 

2 

3 

95. Jain Tube Co. Ltd. (29.4.78) 

27.05 

15.56® 

96. Star Paper Mills Co .Ltd. (26.9.79) 

27.88 

19.40 

97. Giijarat State Fertilizers Ltd. 
(31.12.82) 

74.12 

178.96® 


hlote: 

lo Bate in brackets in col.l given alongwith the name of company indicates 
the date of the ^Share Distribution Sched-uleh 

2^ Assets data in col .3 s Unless indicated othermse asset data is for the 
year 1982^ indicates data for 1979; # for 1980; and 0 for 1981« 

3« FCC indicat €^s Foreign Controlled Companies • 

4» The House Classification is as per the Corporate Information System " of 
the Indian institute of Public Administration. 
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Under Section 619(B) of the Companies 1956 the companies in 
which more than 51 per cent of the equity shares are held j singly or 
jointly j by one. or more governments and government companies or 
corporations have to be treated as 'Deemed Govetnaient Companies^,^. 
These; -companies fall within the purview of the Comptroller and Auditor^ 
General 0 :f"lndla (C&AG). This is to ensure a certain degree of public 
accountability#. For purposes of the audit of accounts the ’Deemed^ 

Government Companies have to be dealt in "the same manner as adopted for 

o 

Government Companies". 

2. The C&AG since 1978, in its Annual B.eport, has been listing the 
names of all such companies in which majority equity is held by Central 
Government and or Central Government Companies and Corporations. 
.According to the C&AG, as "on 31st March 1977 there were 40 companies 
coming within the provisions of Section 619(B) of the Companies Act 
1956 . For the year 1982, the number of companies, falling under 
Section 619(B), were only 53. The full list is given in the Appendix. 
The Company News and Notes , an official monthly journal of the 
Department of Company Affairs of the Government of India, reports names 
of the companies in which auditors ara appointed by the Government on 
the advice of the C&AG. The list, prepared on the basis of the Company 
News and Notes , includes 115 Companies which is more than twice the 
number of companies, as reported by C&AG. This raises a questiohj B'y 
which information source should one go? The C&AG or the Department of 
Company Affairs? 

3. A related question to this is; What has been happening to the 
'audit reportsV of the 'deemed' Government companies? Why has the C&AG 
not been commenting on these as, according to the C&AG’s own under- 
standing: "These have to be treated in the same manner as the Government 
companies". The C&AG gives only the names of the companies covered 
under the provision, and does not show whether the annual accounts have 
been received or not. For instance, the main information on 619(B) 
companies for the year 1982 is that out of the 53 companies falling 
under Section 619(E), the accounts for 1980-81 were received only from 
35! Why have the accounts not been received for rest of the companies? 
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4. In the recent controversy over the take-over bids It has been 
admitted by the Government and the company management that majority 
equity shares in the Escorts are held by the public sector financial 
institutions. A list of companies in which the public sector 
institutions held more than 25 per cent of the equity capital had been 
included in an earlier study of ours.^ The study showed that there were 
12 companies in which the public sector and Government holding was more 
than 51 per cent. The names of these companies are given in Table-I. 

5. Out of the 12 companies listed in the Table, strangely enough, 
only one company finds a place in the C&AG Report or in the information 
published by the Company News & Notes . Why have, not the auditors been 
appointed by the Government in these companies in consultation with the 
G&AG? This becomes particularly relevant because each one of the 
companies included in the above list is a large one — the smallest 
undertaking having assets of Rs.15.82 crores in 1981. It is not a 
technical, and formal question whether the audit has been conducted by 
the auditors appointed by the C&AG or the ones appointed at the 
company's Annual General Meeting. One does believe that in both the 
situations, the auditors would be constituted from among a group of 
independent professionals. The real difference in this is that if the 
C&AG does not report on these companies to Parliament, the Public 
Accounts Committee (PAG) would have no jurisdiction in the matter. The 
PAG does not concern itself to the spheres not audited by the C&AG. 
Thus, by keeping some of the large companies, in which public sector 
holding is in majority, outside the Section 619(B) of the Companies Act 
1956, Parliament is being denied the opportunity to ask .any questions 
about the 'Deemed Government Companies’. In short, a large part of the 
public investments in the private sector remains outside the domain of 
public accountability. 

6. The companies involved are large-sized ones. Therefore, it is 
inappropriate to Ignore the exclusion of these from the purview of the 
C&AG. An equally important aspect of the exclusion of the companies, 
from the applicability of the Section 619(B), is that each one of these 
12 companies happens to be managed by one or the other large private 
sector industrial House as registered under the Monopolies & Restrictive 



135 


Table - I 

An Illustrative List of Companies in which Public Sector 
Financial Institutions Held more than 51 per cent Equity 


sJ ® 

Mo. 

Name of the Company 

Year 

% Equity held 
by Public Sector 

Assets ■ ; , 
(Rs*Crores)' 


1 

2 

' ^ 

4 

1® 

Andhra Pradesh Paper Mills Ltd. 
(Bangur) 

1982 

59.87 

36.05 

'(1981) 

2. 

Hastings Mills Ltd. 

(Bangur) 

1979 

53.76 

16.80 

(1981) 

3. 

Bombay 'Suburban' Electric Supply 
Co« ' Ltd* ■ (Bombay Suburban) 

1982 

66.43 

108.06 

(1982) 

4. 

Central Pulp Mills Ltd. 

(Central Pulp) 

1980 

53.67 

21.19 

(1981) 

5. 

Escorts Ltd. 

(Escorts) 

1979 

54.04 

104.50 

(1981) 

6. 

Kohinoor Mills Co. Ltd. 

(Kapadia) 

1980 

71.68 

15.82 

(1981) 

7. 

Kirloskar Pneumatic Co. Ltd. 
(Kirloskar) 

1979 

60.42 

28.26 

(1981) 

8^. 

Hindustan Brown Boveri Ltd. 
(Larsen & Toubro) 

1980 

63.93 

50.50 

(1982) 

9. 

Seshasayee Paper & Boards Ltd. 
(Seshasayee) 

1979 

:: ;56.73 

(1982) 

10. 

Andhra Valley Power Supply Co. 
Ltd. (Tata) 

1982 


■:93.59-r/7;i^:::7: 

(1982) 

11. 

Mangalore Chemicals & 

Fertilizers Ltd . 

1982 

52.09 

81.48 

(1981) 

1% 

Gd-Jarat State%4rtilfzer|^ Ltd. 

■'■i' ■ 


: ; /J4;. 12, . v; '':; 

M78.9.& 

:;''(T98i):7;;^^ 


I 
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Trade Practices Act, 1969. One could understand if a 'deemed Government 
Company* was placed under a group of management professionals with all 
the autonomy required for efficient management of the enterprise. But,, 
here are cases where the undertakings are continuing as family owned 
undertakings as if the public sector, the Government or the people of 
India have do stake or right to ask questions as to how the public 
assets were being controlled and managed. Viewed from another angle it 
appears as if certain public assets have been left under private control 
of some families who find favour with the Government of the time. There 
are a variety of political implications arising out of this situation. 

7. A careful reading of the C&AG reports shows that the list of 
companies, covered by the C&AG under 619(B), is restricted only to 
companies in which "Central Government Companies and Corporations had 
dominant shares". This is a limited interpretation of the Section 
619(B). The provisions of the Section 619(B) cover,; (investments in 
equity held both by Central and State Governments and their corporations 
and companies. By excluding the state public sector held equity shares 
the spirit of the legislation is bound to get defeated. It is, 
probably, because of this, that many of the private managements have 
been able to avoid public accountability by manipulating the equity 
holdings in such a manner that the Central or State sector, when 
accounted individually, does not have 51 per cent or more shares in 
companies controlled by them. Under the presently adopted practice, if 
49 per cent shares . in a company are held by the LIC and another 49 per 
cent are held by a State Industrial Development Corporation, the Company 
would remain outside the purview of the C&AG • — even though the combined 
stake of the public sector in the risk capital of the company was as 
high as 98 per cent! This may be a hypothetical case, but one does find 
the existence of a good number of such cases where the combined share of 
the Central and State Public Sectors is more than 51 per cent and none 
of these is subject to review by the C&AG- im illustrative list of such 
cases is given in Table II. 

8. Some of the instances mentioned in this may happen to be the cases 
of 'joint sector' enterprises -- the undertakings in which the equity 
held by a State Industrial Development Corporation was 26 per cent and 
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Table II 

List of Mditioioal Companies with 51 per cent or More 
Equity Capital Held by Public Sector Financial Institutions 


s. 

No 

Marne of the Company * 

Year 

Public 

Sector 

Assets 

Rs . Lakhs 


1 

2 

3 

4 

1. 

Bombay Wire Ropes Ltd. 

1981 

52.17 

472.71 

(1980) 

2. 

Banswara Syntax Ltd. 

1979 

82.15 

1090.62 
" (1981) 

3. 

Gujarat Aromatics Ltd. 

1979 

52.02 

1093.07 

(1980) 

4# 

Madras Oxygen & Acetyleni 

Co. Ltd. 

1980 

57.11 


5. 

Nagarjuna Steels Ltd. 

1980 

6S.36 

647.70 
^ (1978) 

6. 

Orient Plywood and Veneering 
Inds. Ltd. 

1980 

57.58 


7. 

Poysha Industrial Co. Ltd. 

1980 

52.86 

1817.08 

(1980) 

8. 

Refractories Specialities 
(I) Ltd. 

1980 

60.00 

268.53 

(1981) 

9. 

Siporex India Ltd. 

1980 

52.72 

253.12 

(1981) 

10. 

Shree Diguijaya Woollen 

Mills Ltd. 

1979 

50.40 

939.38 

(1981) 

11. 

Solid Containers Ltd. 

1980 

55.60 

150.74 

(1980) 

12. 

Uniloids Ltd. 

1979 

66.13 

229.29 

(1981) 


Vikrant Tyres Ltd . 

1980 

\ 71:.3i:: : . 

4336.51 

(1981) 

14. 

W.S. Insxilators (1) Ltd. 

1980 

64.19 

1886.17 

(1981) 



the private proffiotots were permitted, to hold 25 per cent of the shares. 
The intention in promoting the joint sector was that since the majority 
shares would be held by private entrepreneur (the co-promotor) and the 
State level promotional body the private management could remain assured 
of stability of the management control. However, most of the State 
level joint sector enterprises, it is well known, have also been able to 
involve Central public sector financial institutions. The participation 
of the public at large has been low. This has led to a situation where 
in the public sector (Central & State) has majority equity, but 
companies are able to avoid accountability to the C&AG, Parliament and 
State Legislatures. 

9. The exclusion of State public sector held equity shares, for 
determining whether the C&AG should be consulted for appointment of 
Auditors, could have a variety of serious implications. There is need 
to have a clear policy in this regard. One could, for the sake of 
argument, take a view that establishment of the 'joint sector’ was aimed 
to promote new entrepreneurs; and the enterprises in the joint sector 
are small in their operations. Therefore, the size of. the assets 
involved, which remain outside the area of public accountability, could 
not be very large. Going by this reasoning one may accept that 'joint 
sector’ and state promoted companies should be kept out of the public 
gaze during the initial period — or even during the subsequent period. 
It may appear to be a good, practical and business like approach. The 
two assumptions in the above argument, however, are: (i) that the 
private promoter was a new entrepreneur; and (ii) the size of the 
undertaking was a small one. 

10. Will all the State joint sector enterprises satisfy the two 
criteria? Table III provides an illustrative list of State joint sector 
enterprises which the State Governments have promoted in collaboration 
with well known monopoly Houses of the country. From the view point of 
size of the assets too, these can in no way be regarded as cases of 
marginal significance. There is, therefore, a need for a policy that 
would ensure public accountability of the joint sector enterprises, 
particularly when the combined stake of the Central and State sectors 
happen to be a substantial one. ' 
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Table III 

Illustrative List of Joint Sector Companies Promoted by 
the State Industrial Corporations in Collaboration with 
Large Industrial Houses 


s* 

Company 

House 

Assets 
(Rs. Lakhs) 

Year 


1 

2 

3 

4 

1. 

Bihar Air Products Ltd. 

S.Mull Nagar Mull 

IGO.OO 

1981 

2. 

Bihar Caustic & Chemicals Ltd. 

Birla 

240.05 

1982 

3. 

Deccan Fibre Glass Ltd. 

Goenka 

131.67 

1980 

4* 

Gujarat Aromatics Ltd. 

K.Bhai L.Bhai 

1093.08 

1980 

5. 

Gujarat Carbon Ltd. 

Goenka 

894.45 

1981 

6. 

IPIBEL Refractories Ltd. 

Tata 

679.47 

1982 

7. 

Karnataka Oxygen Ltd. 

TCI 

180.08 

1981 

8. 

LORCOM Protectives Ltd. 

TTK 

130.00 '• 

1982 

9. 

Maharashtra Scooters Ltd. 

Bajaj 

598.81 

1982 

10. 

Mandovi Pellets Ltd. 

Chowgule 

7192.77 

1981 

11. 

Mysore Petrochemicals Ltd. 

Bangur 

828.56 

1981 

12. 

Punjab United Pesticides Ltd. 

Tata II 

(Excel Industries) 

331.41 

1981 

13. 

Southers Petrochemicals 
Industries Ltd. 

Chidambram 

16879.93 

1981 


Source: Corporate Information System, IIPA, New Delhi. 
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11. If one goes by the spirit of the Companies Act, 1956, , it is 
obvions that whenever 51 per cent of the shareholdings is mentioned, the 
reference is to the majority. It could not be the intention of 
Parliament or the law makers that 50.1 per cent does not make a majority 
but 51.0 per cent does. While interpretting the Companies Act , 1956 , it 
appears that the Department of Company Affairs would take a technical 
position and insist on excluding companies like Gujarat Alkalies & 
Chemicals i.n which the public sector holding was 50.57. Similarly, this 
was the position taken by the Government with regard to Jessop & Company 
where the Government shareholding was 50.13 per cent.^ The intent and 
purpose of the law would be better served if one took a more pragmatic 
view and sought to extend the scope of public accountability to all such 
companies in which public sector held 40 per cent and more of equity and 
it also happened to be the largest shareholder. The logic of the cut 
off point being at 40 per cent is well recognised and the Foreign 
Exchange Regulation Act, 1 973, is based on this rule. The MRTP Act, 
however, has 33.3 per cent as the cut off point. The Reserve Bank of 
India had for long, followed 25 per cent as the cut off point for 
determining the character of foreign controlled companies. Incidently, 
for determining if a company was a foreign controlled one or not the cut 
off point in U.S. is 10 per cent only. The limited point being made 
here is that one should have adequate public accountability for 
undertakings for which the single largest part of risk capital has been 
provided out of the public funds. 

12. In India, this approach to public accountability has, however, 
been flouted by the Government herself. Normally, one should expect 
that in a democratic set up the Government would enlarge the area of 
public accountability; but strangely enough, the Government in India has 
sought to reduce its own role and allow public assets to be managed by 
private individuals with no public accountability. In matter of Section 
619(B) of the Companies Act, 1956 , there is no distinction between 
public sector companies: whether owned by Central or State Governments, 
the control and ownership being under a statute or under the Companies 
Act , or the public sector organisation being a promotional, investment 
or any other type of undertaking. The essence is investments by the 



public sector; and hence the need for accountability to Parliament 

through the C&AG. 

13. The C&AG in its Report for the year 1S80, (Part I, Introduction: 
Union Government; Commercial) has the iollowing statement; 

Industrial Finance Corporation of India and Industrial Credit and 
Investment Corporation of India Limited which were originally 
notified as institutions owned or controlled by Cenmil “Cffvdram'SHt' 

"^^te i^ubsl^u'S'atTy' "dehdtifrsd by~rhe"Trgp1T'tm'enT“6f CompadyAfrdTfg; 

(p':51). (emphasis S'daea"): ^ 

how and why should the Department of Company Affairs denotify a public 
financial institution for purposes of the Section 619(B)? J.t tends to 
become a mystery. The operational significance of the denotification 
lies in the unavoidable consequence that some of the companies which 
would have been covered under the C&AG would no more have the obligation 
to be treated under the Section 619(E). Table IV shows how with 
denotification and by keeping some of the public investments outside, 
the private sector companies get excluded from the obligation to face 
audit by the C&AG. 

14. It is not proper, nor intended to suggest that there was hatching 
up of a conspiracy by some in Government to promote private interests. 
This, however, should not restrain the policy makers to openly 
acknowledge that the denotification would exclude same companies from 
the net of the public accountability. Which are these companies? It 
may make an interesting case study in governmental decision making to 
ask: Who, during 1980, initiated the move to declare that IFCI & ICICI 
are not government controlled companies? And if the denotification had 
to be done, why feel shy of retaining the LIC or the IDBI? Why exclude 
the shares held by Unit Trust of India? These questions need to be 
probed and discussed. One would have to ask: Can one Government 
Department change the ownership and control category of an institution 
which was under control of another administrative Ministry? 

15. We have examined some of the available Annual Reports of the 
companies which, according to the spirit of the Companies Act 1956 
should have been brought under Section 619(B). In the case of the 
Escorts, though the public sector held shares in 1980 were around 54 per 
cent, the company Annual Reports for 1977, 1979 or 1980 make no mention 
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1!*le r? 


niustxatlve List of Coapanies WbaBre Public Sector Financial 
Institutions held more than 51 per cent Siare Bfaldii^ 
Excluding the Institutions Denotified 


S. 

!fo. Ccanpany^ 

Total Public 
Sector Eolding(%) 

Public Sector 
excluding IFCI 
& ICICI (%) 

Sliare Holding 
excluding UTI, 
ICICI, IFCI 

1 

2 

3 

4 

1. Andhra Valley Power Supply 

51.18 

51.18 

36.58 

Cx)« Xitid* 

2. Andhra Pradesh Paper Mills Ltd 

. 59.87 

59.73 

52.57 

3. Boaiibay Siifaurban Electric 

66*43 

66*43 

48.20 

Supply Co. Ltd. 

4-. Mangalore Chaaicals & Fertilizers 52.09 

46.96 

45.91 

Ltd. 

5. (kijarat State Fertilizers 

74.12 

74.12 

72.36 

Co ® Xitid # 

6. Kohinoor Mills Co. Ltd. 

71.68 

71.68 

71.68 

7. Hindustan Brom Boveri Ltd. 

63.93 

63.93 

46.87 

8. Seshasayee Paper & fcards Ltd. 

56.73 

56.73 

46.91 

9. Hasting Mills Ltd. 

53.76 . 

53.76 

53.76 

10. Central Pulp Mills Ltd. 

53.67 

27.00 

27.00 

11. Escorts Ltd. 

54.04 

54.04 

48.02 
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of the need to appoint auditors by the C&'AG« Infact ^ the company docs 
not even mention about the need to appoint the auditors by adopting-a 
special resolution as required under Section 224(A) of the Companies '- Act 
l^Sbg which is necessary if the public sector holdings were more than, 25 
per cent* Hindustan Brown Boveri, Seshasayee Paper j, Andhra Vally Power, 
and Mangalore Chemicals adopted a special resolution (as if the shares 
held by public sector were less than 51 per cent but .more than 25 per 
cent) for appointment of auditors* There are^ of ccurseg instance.S': 
where in the managements inform the shareholders that a request has been' 
made to the Government to appoint auditors under ,Section^519'CB)* ' The- 
Maharashtra Elecktrosmelt Ltd. is a case in point. 

16» The need to have public accountability for all substantial public 
investments is only too obvious* For this, one could go by a certain 
percentage and fix any one cut off -point. It could be 25, 33 or 40 per 
cent.- In addition to this, on operational considerations, one could 
confine C§ AG -audit for only large sized companies, say., each with assets 
of Rs.lO crores and more. Parliament could also introduce the element 
of size of the public stake by making it obligatory to have C^AG audit 
for companies in which more than Es.1.0 crore had been invested in the 
Paid-up-Capital. One could evolve an appropriate method with the basic 
objective of ensuring that private managements of large companies are 
not allowed to play about with the public resources without any public 
responsibility or accountability ■ — which seems to be the case today* 

17* A popular belief in Government has been that' whenever public, 
sector Investments were' large or substantial' the Government' .and' public '■ 
sector financial institutions should appoint institutional directors on 
the company Boards. While for long it has b.eea the practice, to. have,' 
nominee directors, " it,-, is time ''that one asked' seriously If 
institution has served m.uch purpo's'e. ' What ,'ro'l,e have tcie nominee 
,direeto',rs been , playing?. . How are .they 'sele„ct.ed? What does' ,one'' expect 
them to watch? To put it conversely,'. 'the .nominee directors are a * watch 
dog^ for the institution or .' are- they supposed to be officers in^ 
Government who would ensure quicker disposal of the company files 
requiring government approval?,- las the appointment of Government 
Directors helped to restrain the private Boards to violate other 



regulatory laws and publi.c norms? Is the institution of nominee 
directors seen, in the business circles, as an advantage or a handicap? 
Will not any large private sector company like to have, if possible, 
the Finance Ministers on their Board? Why do private companies have 
retired army generals and senior civil servants on their Boards? These 
are questions which need to be examined dispassionately. 

19. Another question with regard to public accountability is; what 
purpose does one wish to achieve by enlarging the coverage of public 
accountability. Is the intention to curb possibilities of organised 
frauds on pubjic at large and the Government? Or. the purpose of public 
accountability is merely to enable some questions being raised in 
Parliament and enhance restrictions on company managements? Such 
limited and narrow view cannot be the purpose of public accountability. 
The real objective of the public accountability would be to coordinate 
investments in an overall framework of planned socio-economic 
development. The objective could also be to restrict anti-social 
activities by the private managements and promotion of healthy 
management practices. These are issues of public importance and need an 
open debate. 
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APPENDIX 


List, of Companiijs Reported by the C&AG in its 
Annual Report 1982 to be covered under 
Section 619(B) of ? he Gompanie s Act 1956 


So NO. NAME OF THE COMPAllY 


1. Ashok Paper Mills Ltd. 

2. A,nd;hra Pradesh Industrial and Technical Consultancy 

Organisation Ltd. 

3. Agricultural Finance Corporation Ltd.- ' 

4. Bihar Industrial and Technical. Consultancy Organisation 
Ltd- 

5. Banarhat Tea Co. Ltd. 

6. Cororaandal Agro Products and Oil Ltd. 

7. Delta Paper Mills Ltd. 

8. Derco Cooling Coils Ltd. 

9. Hydrocarbons India Ltd. (Sub of ONGC) 

10. Hooiungoorea Tea Co Ltd- 

11. Indian Fine Blanks Ltd. 

12. Industrial Reconstruction Corporation of India Ltd. 

13. Industrial and Technical Consultancy Organisation of 

: aicil Nadu Ltd. 

14. J a K Industrial & Technical Consultancy Organisation 

Ltd. 

15. Kerala Industrial and Tc-chnicai Consultancy Organisation 
Ltd. 

16. Madan Industries Ltd. 

17. Nagarjune Steels Ltd. 

18. Neiveli Ceramics and Refractories Ltd. 

19. Orissa Industrial and Technical Consultancy 

Organisation Ltd. 

20. North Eastern Industrial and Technical Consultancy 
Organisation Ltd. 

21. Punjab Tractors Ltd. 

22. Shriram Pistons and Rings Ltd. 

23. Siporex India Ltd. 

24. Braith Waite Burn and Jessop Construction Co. Ltd. 

25. Mim Tea Co Ltd. 

26. Industrial Credit and Investment Corpn. of India Ltd. 

27. Universal Conveyor Beltings Ltd. 



S.NO. NAME OF THE COMPANY 


28. U.P. Industrial Consultants Ltd. 

29. Vikrant Tyres Ltd. 

30. Wagon India Ltd. 

31. West Bengal Consultancy Organisation Ltd. 

32 . All led International Products Ltd . 

33. Accumeasures Punjab Ltd. 

34. Associated Glass Industries Ltd. 

35. Brindavan Alloys Ltd. 

36. Bengal Assam Steamship Co Ltd. 

37. Excellsior Plants Corporations Ltd. 

38. Gangawati Sugars Ltd. 

39. Gayday Iron and Steel Co. Ltd. 

40. Kohinoor Mills Co Ltd. 

41. Mandovi Pellets Ltd. 

42. Nalanda Ceramics and Industries Ltd. 

43. Orissa Fertilizers and Chemicals Ltd. 

44. Pandayan Hotels Ltd. 

45. Protein Products of India Ltd. 

46. Shyam Properties Ltd. 

47. Textile Processing Corporation of India Ltd. 

48. Vidyut Steels Ltd. 

49. West India Chemicals Ltd. 

50. Webel Electro Ceramics Ltd. 

51. North Bengal Dolomite Ltd. 

52. Dishergarh Power Supply Co. Ltd. 

53. Vayudoot (P) Ltd. 
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NOTES 


(1) INDIA, Repor t of the Comptrolle r and Auditor General , 1980 

(Commercial : Fart I), p. iii. 

(2) Section 619(2) of the Companies Act , 1956, which is applicable to 
government companies as defined under Section 619(B) provides that; 

"The auditor of a Government Company shall be appointed or re- 
appointed by the Central Government on the advice of the 
Comptroller and Auditor-General of India''._ 

Further the Section 619(3) states that: 

/’The. Comptroller and Auditor General shall have power 

(a) to direct the manner in which the company's accounts shall 
be audited by- the auditor appointed in pursuance of sub- 
section (2) and to give such auditor instructions in regard, 
to any matter relating to the performance of his functions 
as such; 

(b) To conduct a supplementary or test audit of the company's 
accounts by such person or persons as he may authorise in 
this behalf I • • . 

(3) Ibid ., p. 50. 

(4) Goyal S.K., ‘^Private Managements and Takeovers of Public Owned 

Co mpanies — Some Issues for Debate”, Working Paper No. 7, May 
1963. Corporate Studies Group, Indian Institute of Public 
Administration, New Delhi. 

(5) Morarka, R.R., "PAC — How to Make it More Effective", Public 
Accounts Committee (Parliament of India), 1921-1971, Golden Jubilee 
Souvenir, Lok Sabha Secretariat, 1971, p.41. 
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The Background 


fwbtiiN policy towards Multinational Corporations (MNCs) has 
undergone many changes during the post-Independence period. Starting 
from an attitude which was described as excessively liberal during the 
late fifties and till the mid-sixties,^ the policy became stricter and 
selective after the late sixties. ■• However, if the number of foreign 
collaborations approved is any guide, the policy towards MNCs has again 
become extremely liberal in the post-19S0 period.^ Not only this, the 
official arguments in favour of foreign capital have changed over this 
period. Initially, foreign capital was seen to be helpful in 
supplementing domestic savings and providing technology. It was founcf 
indispensible for import substitution during the Second and Third Five 
Year Plan. Finally now, it is required to boost our exports and to 
upgrade technology;^ 

As a consequence of the above policy particularly in the fifties 
and early sixties, MMCs were able to establish a hold over a wide 
variety of goods and services ranging from consumer goods such as 
toothpaste, dry batteries, toilet soaps, safety matches, cigarattes, 
etc., to producer goods including an entire range of engineering 
products - electrical as well as non-electrical and ligh as well as 
heavy electronics; chemicals; drugs; pesticides; plantations and rubber 
products; and core sector industries such as aluminium, automobiles 
etc. ■ 

Though the share of foreign controlled enterprises (FCEs) in the 
total turnover of the private corporate sector in 1972-73 has been 
estimated to be about 30 per cent (25 per cent in the total corporate 
sector including the public sector), they accounted for almost half of 
the total profits of the corporate sector (46 per cent in the corporate 

It ■■ '' 

sector including the public sector).-^ This was because the MNCs confine 
themselves to select highly profitable industries and dominate them. 
Apart from this, MNCs are believed to have a number of monopolistic 

fi 

advantages and indulge in restrictive trade practices.'’ Since the main 
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motive ox the MNCs is glc-bai profit toaxiraisations which sometimes may i 

not be compatible with the policy objectives of the host governmenti the 
regulation of their activities becomes necessay. This paper attempts to 
examine the nature and efficacy of the regulatory mechanism in India, 
with particular emphasis on Indian anti-monopoly legislation to regulate 
multinational monopolies.'^ 

Section II discusses the need for regulation of foreign controlled 
enterprises (FCEs). Section III brief ly sketches some problems involved 
*in the identification of FCEs in India and their implications for 
regulation. Section IV describes corporate regulatory legislations in 
India and their applicabiity to the FCEs. Section V examines the 
efficacy of Indian anti-monopoly legislation in the regulation of the 
Multinational Monopolies. Section VI draws some conclusions from the 
analysis presented. 

Need for Regulation 

The need for regulation of MNCs arises from two facts; 

First, MNC's are profit-motivated commercial entities with a number 
of monopolistic advantages. - such as innovative ability technoligical 
skill, patent protection, internationally reputed brand names, consumer 
loyalty for their products, and the ability to differentiate the 
products, undertake production at the most economic level and exploit 
the advantages of international division of labour. These monopolistic 
advantages give them market power in the areas in which they specialise 
and enable them to indulge in monopol istic and/or restrictive trade 
practices including that of discouraging the local enterprise from entry 
into competition, restricting cutput and selling at higher than 
reasonable price. 

Secondly, operations of MNCs have certan implications for the 
blance of pa3nneht of the host country, - in terms of the servicing 
burden. Not only this, MMC affiliates in the host countries have, a 
build-in tendency to Import their requirements of capital goods, spare 
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pa.rr:3 and raw materials as much as possible probably in order to provide 
a maker to ether affiliates of the same multination chain. The import 

intensity of MHC affiliates has been round to be higher than that of 

' Q 

their domestic counterparts ir. various empirical studies. 


TABLE ; DISTRIBDTIOK OF MRTP COMPAKIES 



Sub'-'Sectio-ns^ 

(1)'' 

Total Companies 
Registered as on 
31.12.1979 

(2) 

Companies (3) 

Registered : 
under FERA 
also in 1975 
(3) 

as a % 
(2) 

(4) 

1 ^ 

cl" .1 .in 

36 

11 

30,56 


361 

116 

12.07 

3. 

U\l) 

36 

13 

36.11 

4* 

b(ii) 

12 


0.00 

5« 

a{ X }h\X) 

92 

20 

21.74 

5. 

10 

3 

30.00 

7. 

a(i)b(ii) 

a(ii)b(i) 

1 

— 

0.00 

8. 

22 

. 8 

36.36 

9. 

a(ii)b(ii) 

5 — 

2 

40.00 

10. 

b(i)(ii}: 


. 

0.00 

11. ' ' 

a(i)(ii)/b(i)(ii) 

a(ii)b(i)(ii) 

1 

1 

100.00 

'7 ^ 

— 

-- 

0.00 


a({)(ii)/bfi)(ii) 

a(i)(ii)/b(i) 

Sub-Total Dominant 

1 

- ' 

0.00 

;..4, 

20 

9 

45.00 


Undertakings 
(SI Nos 3,4, 5,6,7, 
9,10,11,12,13,14) 

110 

8, 

■'36 

32.73 


Grand Total 

1199 

■ 183 

15.26 


Note: * Sub-section a(i) applies to large undertakings which 

independently control assets of not less than Rs. 20 crore; 
a(ii) applies to undertakings which along with other 
undertakings of the same group (GICU) control assets of not 
less than Rs. 20 crore; b(i) and b(ii) apply to undertakings 
which are dominant in some product line either independently 
or as GICU respectively. A company, however, might be 
attracting more than one sub-section, e.g., a 'large' 
undertaking which is 'dominant' also Serial Nos. 5 onwards 
indicate respective combinations of the sub-sections. 

Source; Corporate Informacion System, IIPA, New Delhi. 

In view of the above, almost every country has regulatory policy 
for the MNCs though its intensity varies in accordance with the host 
governments social priorities.^® The problem of regulation has been 
complex enough to attract the attention of the United Nations too. 
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MNCs in India: Identification 

In India three sets of definitions of foreign enterprises are used, 
for different purposes. Upder the Companies Act, 1956, ’foreign 
companies' are defined as companies which are incorpprated outside the 
country but have a place of business in India (which are often referred 
as foreign branches). A 'foreign subsidiary' is defined as a company in 
which more than 50 per cent of the equity capital is held by a single 
foreign company. The second definition is the one used by the Pvcserve 
Bank of India for its studies on finances of joint stock companies. 
According to this definition an Indian company becomes a 'foreign 
controlled rupee company* (FCRC) if 25 per cent or more of its equity is 
held abroad by a single company and its nominees or 40 per cent is held 

in one country. Finally, for regulatory purposes all Indian companies 

I . 

with more than 40 per cent direct foreign equity have to register 
themselves under the Foreign Exchange Eegulaion Act, 1973, and are 
called FERA companies. The multiplicity of definitions has made 
difficult a precise estimate of the magnitude of foreign controlled 
enterprise in India. 

For example, in 1972-73 when FERA was enacted, leaving aside 
banking, financial, transport companies and non-profit organisations, 
the RBI identified 537 companies as FCRCs and another 197 as foreign 
branches. In the next year, the number of companies registered under 
FERA, including branches, was 877; while according to the Department of 
Company Affairs, which follows the Companies Act definition, there were 
about 500 foreign companies (branches) and 183 foreign subsidiaries 
working in the country.^^ 

the fact that a 

widely-held joint stock company can be controlled with as low as 5-10 
per cent equity holding. Indeed, in Canada, a company is considered 
foreign controlled if 5 per cent or more share capital is held abroad. 
The definition in the USA is 10 per cent or more. A large part of the 
FCE in India, therefore, remains outside the official lists of foreign 
companies. For purpose of regulaion, only companies with more than 40 
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per cent direct foreign . eguity (and hence to be reistered under the 
FEEA) are treated as foreign and the rest are treated on par with the 
fu'ly owned Indian companies. A large number of companies, which have 
even majority foreign ownership (through indirect foreign equity), are 
also treated as Indian companies. 

The criterion in FERa is net only an arbltary one because control 
can be exercised with a much lesser equity, but because it helps disguis 
the foreign control, under Che Act, all companies with more than 40 per 
cent foreign equity are being asked to dilute it to 40 per cent and 
thereby qualify as Indian companies. (Higher foreign equity of upto 74 
per cent is being allowed only to tea companies, or companies in core 
seJeters or using sophisticated technology or predominantfly exported-* 
oriented companies. Dilution can be performed and is being pursued in 
most of the cases through issue of fresh equity to the resident 
shareholders -- thus leaving the absolute foreign equity unaffected 
(even multiplied by way of bonus shares). This enables the company to 
augment its resources and get itself identified as an 'Indian* company 
But actual control can still remain with the foreign shareholder in view 
of his being the single largest shareholder. In addition, the foreign 
shareholders very often protect their reghts by suitable clauses in the 
'Articles of Association*. With the dilution proposal the government 
even provides them with liberal licences to expand and/or diversity 
their activities. Thus for most foreign companies, FERA has .provided 
an opportunity to become, apparently 'Indian' and to expand. 

The foreign companies, therefore, readily agreed to dilute their 
foreign equity to 4C per cent. It is evident that 72 companies diluted 
their foreign equity even before specific FERA directives were issued to 
them.^'^ As a result of the enforcement of FEM, the number of companies 
identified as foreign has come down to 186 in 1981. ^ This number will 
be reduced further and only a few plantation companies and others in the 
core sector will remain miider ambit of FERA. Thus the scope of 
regulation of'MNCs is being curtailed by the Indian regulatory 
legislation Itself. But at least one positive aspect of the FERA is 
that, under it, most foreign branches will have to convert themselves 
into Indian companies and it will become possible to arrest the alleged 
tax-free outflow of profits in the form of 'head-office expenses’ etc. 



Kegulatory Legislation in India 

In India, specific regulation of MNCs has not yet received much 
attention in policy-making. FERA is the only legislation specific to 
companies with foreign equity. The extent to which it regulaes the 
foreign companies has alreadt been examined above. Among the other 
legislative measures enacted to regulate the corporate sector, in 
general, are the industrial (Development and Regulation) A-ct, 1951. 
I(D&R)A5 the Capital Issues Control Act, 1S55; the Companies Act, 1956; 
and the Monopolies & Restrictive Trade Practice Act, 1969 (MRTPA). 

The I(D&R.)A makes it obligatory for a firm to obtan licence from 

the government before setting up an industrial unit or effecting 

expansion of the existing unit in any of the scheduled industries 

involving investment of more than a prescribed limit. The objective of 

industrial licensing is to allocate invcsrible resources according to 

the plan priorities. It is supposed to ensure the appropriateness of the 

proposed undertaking or the expansion of an existing unit, in terms of 

the demand supply situation in the country, size, location, technology, 

etc. Generally non— FERA and non-MRTP and MRTP companies but (no 

discrimination is made against the foreign controlled companies in the 

non-FERA group. Thus; as far as the regulation of MNCs is concerned, the 

I(D&R)A is a weak as the FERA. Also, there does not seem to be a 

rigorous enforcement of the provisions of licensing under the I(D&R)A. 

In a preliminary survey of he industrial capacities of the private 

corporate sector, it has been found that the installed capacity, in a 

large number of cases exceed the licensed capacity. It has also been 

noted that "the lagest number of cases, and particularly those having 

more than 25 per cent excess instaiied capacity, are of multinational 
. 17 ' ' 

corporations. 

The Capital Issues Control Act, 1955, applies to issue of 
securities (shares, debentures) by corporate bodies. A company is 
obliged to take consent from the Control ler of Capital Issues before 
issuing any security. However, for fresh equity of a value less than Rs. 
25 lakhs no consent is needed and of a value less than Rs. 50 lakh only 
an acknowledgement is necessary. This Act could have been used to 
regulate the foreign equity proportion in the Indian companies as well 



as the issue of bonus shares by these companies to their foreign parent 
companies, just preceding the FERA diluation. But this Act has taken the 
form of more or less a legislation. The Controller of Capital Issues has 
no discretionary authority. Ee has only to ensure tha the applicants do 
not violate a few well-published criteria. And, so far, 99 per cent of 

*! Cf 

the cases have been approved without any objection® ^ 

The Companies Act , 1956 deals with statutory obligations of the 
joint stock companies. 

The basic objectives underlying the (Companies) were to 
provide a minimum standard of good behaviour and business honesty in 
company promotion and managc^ment^ due recognition of .the legitima.te 
interest of share-holders and creditors and of the duty of management 
not to prejudice, or jeopardise those interest^ provision for greater' and... 
effective control over and voice in the management for shareholders; ' a ^ 
fair and true disclosure of the affairs of companies in their annual' 

1 Q 

published balance sheet and profit. and loss account; 

The Companies Act does not discriminate among the companies 
incorporated, in India on the basis of nationality of control* Mcreover> 
there does not seem to , be arigorous enforcement of the provision' of thC' 
Act* For instance according, to the provisions of the Act» all ■ 'companies 
have to give , ’’detailed quantitative information” regarding the licensed. 
capacitys installed capacity^ and actual production ”in respect- of ' each; 
class of goods manufactured”. ■ Most of the ■ drug companies., - are 

OA ■' 

continuously avoiding the provision of this information* 

The METPA, , , 1959 . was. enacted in response to the recommendations of 
the Monopolies .Inquiry Commission -which submitted its .report ''invl9.6'5 
This Act expects to ensure that the ’’operation of the economic system 
does not result in the concentration of economic power to the common 
detriffients' ,fcr the control, of-, monopolies and restrictive trade, 
■practices'^' 'and for . matters connected therewith”. Thus the MB.TPA is the 
Indian counterpart ' of ■, the" .Monopolies Act^ and the Fair Trade Practices 
x\ct of the UK and the Anti-Trust 'Laws in the US® Under' it^ any 



undertaking' which either tndependenly or along with its interconnected 
tinder takings'^ coBtrols assets of: a value not ■ less .than.; Rs.-' 20 crores has 
tp: register with the governmento Also, the independent under takings or 
groups ' Ot ,iiiter“*co'nnected undertakings _(GICUs) which control not less 
than one-third of total , goods' or 'services sold in 'the country and have 
assets of not less than Es. one crore, have to register under, the 'Act as 
dominant undertakirigs (DU)» The undertakings register under the MRTPA 
are required to- take permission from the governemnt before effecting any 
substantial expansion,, establishing - a 'new undertaking or attempting a 
merger ■■ or amalgamation with any other undertaing, under ' different 
section of the. Act* 

MRTPA and Mill tinational Monopolies 

The specific objective of the MRTPA is to crub the concentration of 
economic power in private hands which is considered, to be **to the conmion 
detriment” and to check monopolistic and restrictive trade practices by 
the dominant undertakings* By economic power it feant the power 
exercisable by the business concerns because of their control over 
productive assets in a x^ide variety of goods and services* Monopolistic 
. trade practices were defined as those which tend unresonably to reduce 
competition, and thus maintain prices at unreasonable levels or limit 
technical ■ development or capital investment* Restrictive 'trade practices 
are practices which affect competition and thus affect prices or flow of 
supplies. MNCs have a number of monopolistic advantages as mentioned 
above* They enjoy tremendoixs monopoly power because of their control 
over technology and capital and their global network*^^ Therefore, any 
:,legis'lat ion-. to control monopolistic tendencies has also to be 
aimed at regulating the activities of multinational monopolies* 

Indeed, a number of multinational companies are registered under 

■V. , , ' - 22 ' 

the MRTP Act. The exact number of foreign controlled companies which 
have registered themselves under the MRTPA is not known, again due to 
definitional controversy. Even if we treat as 'foreign' only those 
companies that come under the FEM when it was enforced in 1975, 183 of 
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theiB were registered under the MRTF as on BeceEiber 31, / 1979.v Some :o 
these concerns, however have diluted their foreign equity uptO' 40/ per" 
cent and hence are no longer FEBA (ex-FEEA). Three types of B'ERA (or-“ 
FEBii) companies come under the MRTPA): 

(a) Foreign subsidiaries or other companies with more"; than 40' per 
cent foreign equity x^hich either indepsndnetly or,' along' with 
their subsidiaries O'r associate companies,' control assets of ■ 
the va.Iue of Is*. 20 crore* These companies are. registered 
either as large independent undertakings (LIU) or GICU. For : 
example Hindustan Lever, Dunlop, Ashok Leyi^nd, General- 
Electric, and so on. The subsidiaries or associates of these 
companies need not be registered under FEBA if they do not 
have any foreign direct equity. Some of ■ these companies ■ have, 
diluted their foreign equity as per the 'FERA directives, 
retaining the character of their management in tact. For 
instance ITC, WIMCO, Philips, Metal Box, Madura Coats,, and so 
on. 

(b) There are companies which have been promoted by MNCs in 
collaboration with one of the Indian houses or vice versa, and 

: hence are registered under the MRTFA as companies 
interconnected with these Indian business houses ' 

Hoechst Pharmaceuticals- (Maf at lal)'^r Associated' ,, Bearing's 
(Tata)j Xirloskar Cummins (Kirloskar) and so on. 

(c) : There .are companies '.which. -are, . f erA-ign„ control,',led/.,andV'bn/, 

a'ccount of their controlling ..more, .than ..a-^thi-rd :.o£'- pwoiMCUr. 

, line,, have .registered; as '^Dominant Under t.ak in. s, e -Gtls'*^/' 

Elevators, Motor Industries Corporation Etc. 

Many of, these companies are.. registered, under two.. or'..'m'Ore:,.o.f' .the,,:., 
sub-seetuon of, this" Act simultaneously e*g., Dunlop,- WIMCO, each as 
both GICU and Dominant Undertaking Table I shows distribution of FEPAi. ' 
(and ex-FEPA) companies which are registered under different sub-*, 
sections of the MRTPA. And also the total number of companies registered- 
under different sub-sections o'r. .combinations thereof. This table shows 



158 


that the biggest concentration of FERA companies is in the dominant sub- 
groups as, out of 110 companies registered as DUs (in various 
combinations of sub sections), 36 companies were identified under FEEA 
also, that is, a 32.73 per cent representation while the representation 
in total MB.TP companies is 15.26 per cent only. 

It has been pointed out that the impact of the MRTPA on 

concentration of economic power has. been negligible* This has been 
ascribed to the lacunae from which the MB.TPA suffers/ 

For instance the Act does not provide for an instrument wich could 
•examine the issue of interconnection* The Act expects that the 
individual companies themselves would register on their own. it is 
natural that larger business houses will try to minimise the 
registration of companies controlled by them. It has been shorn that the 
top 20 houseSj^ alone^ have managed to keep 512 companies outside the 
scope of MR.TP which were identified as controlled by them by the Butt 
Committee (IILPIC). Among these are companies with foreign connection 
also. For instance, Goodlass Nerolac Paints which was shora as a foreign 
subsidiary related to Tata house in a Department of Company Affairs 

2 A 

study. has not yet registered itself under the MRTPa. The 
administration of the Act in this respect was so week that some of the 
companies which had registered under the MRTPA as connected to GICUs 
"applied for deregistraion later when they realised that proving 
"interconnection' was not going to be easy."'"^ 

Secondly, the product classification of the government for 
determining whether a company is dominant, is highly aggregative. For 
instance, it has about 350 items only, while the classification used by 
the Monopolies Inquiry Commission (MIC) Report had around 1,30G items.^® 
Thus many companies (particularly foreign) which registered as DU on the 
basis of the MIC information applied for deregistration after the issue 
of this product classification.^^ Notable beneficiaries of this product 
ciassificaion are foreign companies such as Colgate Palmolive (which 
controls roughly half of the tortal toothpaste market), Cadbury India 
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(ccTntrolling 75-80 per cent of the Chocolate market.®'^ EMM (a market 
n-- ?:.• 1 1 c- d food, white beverage etc). Hindustan Lever wich 
according to an ORG turvay control 43.5 per cent of detergent cakes and 

79.7 per cent of popuJ ar soaps market, has als'o not been registered as 
t-tv 31 

'.UU o 

A;pa.rt from thci aggregative^ product classification, the criterion of 
dominanace -viz:* one'-third of . the total market -- seems quite ■ liberal* 
.Even in Western countriesa ^where the markets for products are .more; 
-co'ffipe t.i 1 1 than in India, a less than one-third market share is the 
criterion^ for determining dominance* For instance,, under the Fair 
Trading Act of '1973 (UK) It is 25 per cent and it is only^lS .pex cent 
under the Anti-Trust, Laws' of the USA.^^ 

However, the above, are general limi tat ions ' of .. the MRTJ?A*" One 
particular iimitaion of the Act, regarding' regulation of -multinational 
monopolies, is that It' fails to take' into account the interconnections, 
of companies operating in India, . through non-resident undertakings# 'The 
idea behind registering all interconnected ■ undertakings, .together, as. 
GiCU ' is that the behaviour of these interconnected undertakings' cannot 
be expected to be competitive. It will be collusive ■ (anti-competitive) 
aiming 'at maximisatio.n of the total /group^s* profits* An MMC operates' 
in different' countries as a centrally controlled enterprise -with global 
profit maximisation as ' its objective, different affiliates of MKCs are' 
either horizontally or vertically diversified, or .show conglomerate 
charact.eristlcs. Some times the' same MKC operates in .-a country with'' .more 
than one affiliate* It is difficult to expect that the different 
affiliates' of an MNC operaing " in a coim try would compete 'am.png: 
themselves, since ■ their ' ultimate aim- is maximisation of ' total profits 
rather ■ than indiv idual profits. 'Therefore , ' they ' wl'l 1 ' synchronise' . .their 
activ-iti'es . and share the market according.ly. ' The /objective behind the 
f ragmenta-tion. of. market and' operation under different garbs-: m-ay bC' 
_iiiteralia tor - (i) 'avoid registration-, as ■domi.aant - undertaking- unde.r.- the;: 
acts such as the MRTPA, (li) manipulate licensing if expansion of the 
existing undertakings iS; not - possible* Thus the character of the 
affiliates of our HHC is" much the same as that of the companies of local 
GICUs. The only difference is 'that these undertakings ' are interconnected 
through an outside body i.e*, 'the parent "MIlC. This is even worse 'because 
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it often results in the affiliates indulging in the manipulation of 
transfer prices which involves the drain of foreign exchange resources. 
In fact, the nature of relationship and control over the affiliates by 
the parent (MNC) is stronger than in the case of local GICUs, since 
equity holding is not the only instrument of acquiring control in this 
framework. The parent (MNC) control technology which is a proprietary 
asset, and many overt and covert restrictive clauses are inserted at the 
time of technology transfer to the recipient affiliate. If it is 
considered necessary to identify GICUs having total assets of more than 
a certain limit, it is imperative to define interconnections so as to 
include 0 U 4 : side ’connections’ also, and to ensure that undertakings 
connected in this way, get themselves registered. Otherwise it will be 
very difficult, if not impossible, to detect and crub anti-competitive 
practices by these undertakings. 

A large number of giant MKCs have indeed more than one affiliate in 
India The lack of explicit interconnection among these affiliates within 
the country has enabled many of them to avoid registration under the 
MBTPA as interconnected undertakings. A few examples are given below; 

The giant internation tobacco monopoly British American Tobacco 
(BAT) operates in India through more than one affiliate. According to 
1975 inforraaion, its tobacco division had ccntr 11 ling interest in three 
companies operating in India, viz., ITC (44 per cent equity), Indian 
Leaf Tobacco Development— Isle of Man (72 per cent), and A^aair Sultan 
Tobacco (VST) (26 per cent shareholding.)^^ Local assets of Indian Leaf 
Tobacco Development were later acquired by ITC which has now diluted its 
foreign equity to 40 per cent as per FERA regulation.^^ BAT, through 
its wholly owned subsidiary Wiggins Teape also controls Trlbeni Tissues 
and Kolins Indian through its associate company Molins. Though ITC is 
registered under MRTPA as a dominant undertaking with its interconnected 
undertakings in India, the MRTPA has failed to take into account ITC’s 
inter-connections with VST, Tribeni Tissues and Molins India.^^ This is 
more serious in view of their joint hold over the market for cigarettes, 
with ITC contrllling 37 per cent and VST another 24 per cent and 
therefore the total hold of BAT of 61 per cent of the Indian market for 
cigarettes. Not only this, BAT’s empire in India is a fine example of 
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vertical diversification* The erstwhile , Indian Leaf Tobacco, and now ITC 
deals .wlL.b.- leaf, tobacco.^ , Mo lins . manufacturers cigarette jHaking' 
machinery:, J’ribeni' : Tissues produced cigarattee paperi and finally- ITC 
produces cigarettes and markets., them* . . 

The case of Hoechst A G is also illustrative* This German' giant has 
contrlling interests in a number of Indian companies e.g* Hoechst 
Pharmaceuticals (HFL), Hoechst Byes and Chemicals (BCL), Polyolefins 
Industries ■ (PIL), Goiour-^Chem (CCL), British paints (BPL)., lousell 
Pharmaceutical s ' and Uhde India, hoechst AG has direct equity in ■ the 
first four, companies while British -paints-. is contr-olled through, 
Hoechst’s UK subsidiary: Berger, Jenson, Nicholson* In Roussell^ 
pharmaceuticals it has direct equity though Roussel Ucla'f wh-lch was 
later acquired by Hoechst Ag as’ well as indirect equity though- Hoechst 
Pharmaceuticals* Uhde India is- held throi,tgh !!oechst®s. engineering 
subsidiary Freidrich Uhde Gmbh in which Hoechst’s shar is 77 per cent. 
Hoechst AG had interest in one more paint manufacturing concern in 
Indiat viz., Jenson & Nicholson. But it turned out to be a losing 
venture owning to its inability to compete with the local firms. Hence 
Hoechst disinvested its shareholding in Jenson & Nicholson.'^ Since 
HBCL, PIL and BPL were promoted by the Hoechst AG in collaboration with 
the house of Mafatlal house HPL is a closely held company in the sense 
that 50 per cent of its equity is held with Hoechst AG and another 48 
per cent with United Breweries. Sence HPL along with its subsidiary 
Roussel 1 Pharmaceuticals, is registered under the MB.TPA as undertakings 
interconnected to other concerns of United Breweries. Golour-Chem on 
account of its interconnections with undertakings of the monopoly house 
Khatau, is registered under the MRTPA. It has recently represented 
however that it is not a part of the Khatau house. Uhde India is hot yet 
registered under the MRTPA. Since three of Hoechst's affiliates, viz., 
HDCL, CGI, PIL deal in Byes and Chemicals, their products are together 
sold by HDCL alone under the common 'Hoechst' tradename. 

A similar case is that of Siemens AG which apart from a large 
number of foreign collaboration agreements has interests in four Indian 
concerns - viz. Siemens India,: .Cable Corporation of India, Bharat 
Bi jlee, and Polydor. The first if registered under the MRTPA as an 
indepndent undertaking. Cable Corporation is registered under the. Act 
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as an undartaking connected with the house of Khatau» Polydor is an 
affiliate of Siemens AG's joint venture POLYGRAM Gmbh with Philips. 
Siemens India, Cable Corporation and Bharat Bijlee are in the electrical 
engineering industry and hence, till recently Siemens India was the sole 
selling agent for ail the three companies t(? avoid any competition. 

One classic example of illusive competition between dif&rant arms 

of a multinational monopoly is the American Corporation, Rank 

Organisation. Two Indian companies, viz. Bush India and Murphy India are 

affiliated to Rank Bush Murphy, a company of Rank Organisation. It is 

•interesting to note that both the Indian affiliates produce almost the 

same range of products and one of them uses one part of the parent 
! ■ 

company’s name, i.e., Bush, as a trade name while the other affiliate 

uses the other part, i.e., Murphy. Murphy now controls 27 per cent of 

orgaised sector market of consumer electronics and Bush another 16 per 

cent, making Rank organisation's combined hold over the market 43 per 
40 

cent* 

Many more examples can be given showing failure of the MRTPA to 
take note of outside Interconnections. An illustrative list has been 
provided in Atinexure. The length of the Annexure suggest that 
multinational monopolies are not a matter which can be ignored by any 
anti-monopoly legislation. It seems that the problem of 
interconnections of the companies through non-resident undertakings was 
never though of by the formulators of the MRTPA.^- Still, It is not 
difficult to acconimodate most of these interconnections under even the 
existing definitions^ But under even the existing definitions. But 
under the law^ the issue of interconnection^ ' is decided 'by the'' company 
itself^ which would naturaly try to register only the very explicit 
inter CQimeetions 

CksBMclusloiis 

In the present papre, we have examined the efficacy of the 
corporate regulatory mechanism with, reS'pect to foreign capital in 
India^ .with particular emphasis- on' the efficacy of the Indian anti- 
monopoly legislation in regulatng multinational monopolies. It has been 
observed that, in India,' foreign cont-rol'led enterprise has been defined 
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vary vaguely and hence its identification for purpose of regulation 
becomes a difficult Cask* The F£EA definition is arbitrary and leaves a 
large part of foreign controlled enterprise unidentified* The licensing 
under thu I(D&E)* A follows the FEBA definition and again suffers, from 
the above limitation Thus there is a need to define- foreign enterprise 
on the basis of control. 

The- Indian anti-^monopoly legislation, too, applies only to a part 
of Che multinational monopolies. We have illustrated with the help of 
afev examples that many MNCs operate in the, country through more than 
one affiliate. Though these affiliates are interconnected^ through the^ 
parent MNC and are, therefore, non-comparative, they have avoided 
registration under the MRTPA as' interconnected undertakings* ■ In the 
absence of even their identification, proper regulation . of these 
multinational monopolies becomes a formidable task. 
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NOTES 


[The author is grateful of SJ'.Gcyai, V.Kesavan and K.S. Chalapati 
Eao for useful discussicus, and to Stand ay A Kochanek, Kamal Nayan 
Kabra and Kaaal Micra Chenoy for their comments on an earlier 
draft;. However, they are in no way responsibly for any remaining 
errors.] 

See Kidron (1965) 

See Agarwal (1979). 

Number of foreign collaborations approved shot up from 277 in 1976 
to 526 in 1980. See Economic Times, February 9, 1982- 

See Goyal (1981) for details. 

This estimate is based on RBI: “Finances of Foreign Branches anc 
Foreign Controlled Rupee Companies’ published in various issue-- of 
EiEI Bulletin. RBI however, has, discontinued the public:i''ion of 
this very important source of statistics. See Chandra (1977). 

See OECD (1977) for many instances. 

In this paper, the term MNC is used its usual sense, as an 
enterprise which has diversified it^ activities across the national 
boundaries but is centrally c.-ntroled. By Foreign Controlled 
Enterprise (FCE) we refer to an affiliate of an MNC which may be 
its branch, subsidiary, --r a company registered under the Foreign 
Exchange Regulatio.- Act, or a company in which the parent MNC 
exercise control, either through direct or indirect control either 
through dir_ct or indirect minority equity participation and/or 
through i-^strictive clauses in the technical collaboration 
agreem.jnts. 

The term “multinational monopoly' is used for an MNC which 
controls a wide range of goods and services (or a large volume of 
productive assets) or a substantial part of one product line 
through one or more of its affiliates in the host country and hence 
enjoys economic power. This definition is comparable to the one 
adopted by the Monopoly and Restrictive Trade Practices Act, 1969, 
to refer to the local monopolies. 

Most of the theories of foreign direct investment explain the 
phenomenon in terms of monopolistic advantages held by the 
investing firms. For an extensive review of the theories see Hood 
&■: Young (1979). 

See, for instance, Cohen (1975); Subrahmanian and Pillai (1379). 

For a survey of national legislations, relating to KNCs in 
different countries, see; DNCTC (1978); also see Canenblay. (1981). 
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11. For instance, in July 1972, a group of Eminent Persons was 
appointed by the UN Economic and Social Council (UNESC) to study 
the role of MKCs and their impact on the developing countries. 
According to the recommendations of the Group, the Commission on 
Transnational Corporation (CTC) and the Centre for Transnational 
Corporation (CTC) were established by the UNESC in 1975. The 
former has been assigned to formulate a code of conduct for MNC, 
the host and home governments. See CTC Reporter December 1976. 

12. STJ. Bulletin, July 1975. 

13. FEBii and the Department of Companj^ Affairs lists include companies 
in services sectors like shipping, airline, banking, liaison 
offices, consultancy firms, and non-profit organisations etc, which 
are not included in the SRI figures. 

14. See Chaudhuri (1979); for a critique of FERA, see Ibid, Goyal 
(1978), Kumar (1980) and EPW, edit; “Expansion through FERA’ 
December 3, 1977. 

15. Minister of Finace in response to Lok Eabha Question No: 4921, 
dated September 18, 1981. 

16. Excluding a few companies where permission under Section 29(2) (a) 
of FEBA has been granted on “non-repatriation® of capital and 
Income basis. Minister of State for Finance in response to a Rajya 
Sabha Unstarred Question No: 1364 dated May 5, 1981. 

17. See Goyal (1980) cf: Rao and Rang ana than (1980). 

18. Sengupta, W.K, in a lecture delivered at the Institute of Chartered 
Accountants, New Delhi, November 23, 1981. 

19. See India, Ministry of Law, Justice and Company Affairs (1978) p 2- 

20. See Kumar & Chenoy (1981), for details. 

21. Monopoly power refers to the ability to influence price and 
quantity suppled by the company. In fact, all the three cases 
which have so far been referred to the METP Commission for 
investigation into the monopolistic trade practices were of MNCs, 
viz, Colgat Palmolive (India); Cadbury Pry (India); and Coca Cola 
Export Corporation. See India, Ministry of Law, Justice & Company 
Affairs (1978), p 262. 

22. For applicability o the MRTP Act to the foreign companies see Goyal 

23. Goyal (1979), UNCTAD (1978), Paranjape (1981), Khurana (1981). 

24. See India, Ministry of Law, Justice & Company Affairs (1978) and 

cited"-:iA:(t;hei:prey:ious’: footnote.ij 


25. Goyal (1979). 
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26. Eutta & Lall (1970). 

27. UWCTAD (1978). 

28. Ibid. 

29. Farajape (1981). 

30. Economic Times, September 9, 1981. 

31. Business India, July 21, 1981, p 39. 

32. India, Ministry cf Law, Justice & Company Affairs (1978), p 238. 

33. For a survey of restrictive clauses in foreign, col 1 aborat^cn 
agreements see Reserve Bank of India (1974). 

34. UNCTAD (1978a), p 40. 

35. lie's Prospectus, 1981. 

36. Some reflections of VST's connection with ITC can be had from the 
source of management. Accroding to VST's 1979. Annual Report, out 
of 49 high income employees (receiving more than Rs 36,000 per 
annum) including senior managers etc, 18 were with ITC earlier. 

37. UNCTAD (1978a), Table 9, pp 31-32. 

38. Gray and Love, eds, (1975). 

39. Economic Times, August 26, 1981. 

40. Business India, January 18-31, 1982. 

41. For instance, the M3CC Report which formed the basis of the MRTPA 
does not have a mention of this aspect nor has the Report of the 
Joint Committee on the MRTF Bill. See India, Government (1965) and 
India, Parliament (1969). 
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IMTSDPOCflOl 


The n^-o-classicai theory- oi liriE has no adequate explauatioB of why 
xlrvis growj .and what, if any thing, limits the rate of growth a firm cati 
achieve in any period (Harris h Mueller, 1S80). The first ’economic^^^ 
ih-;,.Gry of the growth of ' firm was formulated by Penrose (1958)* Fenross 
emphasised' that at any given time, there is a limit to the growth which 
the .;:iiistiBg management team can achieve# And that increasing ’ the size 
of the management team is also not likely to help in efficient expansion 
in the immediate future# In the long run, however, there is no optimal 
size and It is possible for firms to grow endlessly. Harris in ■ hi^s 
seminal work the Econom ic Theory of Managerial Capitalism (1964). 
provided a very' comprehensive theory of growth of firm. Harris asserts 
■that a managerial firm maximises rate of growth subject to not only, 
internal (managerial) constraints, as visualized by Penrose (1958), but 
also external limits to growth posed by the capital market* -The 
subsequent empirical literature . .too, has confined to the specification 
of these constraints among the determinant of corporate growth." In the 
situation of state assuming the role of interventionist power in the 
economic activity, as it does today in most economies, public policy is 
also expected to infli --nee the corporate grow th to a great deal. It can 
be expected that a corporation v?ill frame its policies for growth not 
only in view of managerial and financial constraints as emphasized in 
the theory but also in consonance with the instruments of public policy 
it has to cope with. There, has, however, not been much effort to seek 
empirical verification of these expectations. The objective of this 
paper is to verify the broader framework of corporate growth as provided 
by Harris with the explicit specification of some of these public policy 
vatiables. 

II briefly discusses major instruments of public policy 
which might influence corporate growth. Section III frames the 
hypotheses in the light of the theoretical framework. Section IV 
discusses data and variables used in the empirical exercise. Section V 
presents statistical results and Section VI summarises major 
'conGlusiohs*:V:. 



II. PUBLIC POLICY & CORPORATE GROWTH 


The Governmant of India has evolved over time a number of policy 
instruments in the post-independence period to guide the pace and 
pattern of industrial development in accordance with the plan 
objectives. These constituted fiscal incentives for undertaking 
investment and some regulatory legislations. Among the fiscal 
iiicantivcs, the major ones are; central capital subsidy in order to 
promote development of industrially backward areas, subsidised credit 
and even risk capital financing through development banks, subsidised 
infrastructural, facilities in the industrial estates and various tax 
incentives, like investment allov/ance, accelerated depreciation in the 
first year of investment, and tax holiday for new investments. 

In the present framework however, the tax incentives are more 
relevant because only fast growing and profitable companies can realize 

■'O'' 

them'^. It is possible for a company even to completely escape from 
paying any tax on its profits by suitable tax planning. For instance 
Tata Engineering, Reliance Textiles made profits to the tunes of I<.s.990 
million and Rs. 626 million respectively in the last four years but had 
declared no tax liability. It is evident that these companies claimed 
entire profits as allowances for investment and accelerated depreciation 
etc. Needless to say, therefore, tax incentives encourage a profitable 
company to invest and grow rather than pay taxes. 

Among the regulatory legislations the Important ones are the 
Industries (Development & Regulation) Act, 1951 (IDEA) and the 
Monopolies & Restrictive Trade Practices Act, 1969 (MRTPA)*^. The IDM 
makes it obligatory for any concern desirous of undertaking investment 
of more than Es.50 .million (uptill recently Rs.30 million) in plant and 
machinery in any of the scheduled industries, obtaining a prior 
government approval (called Industrial Licence), Through the industrial 
licensing under the. IDFA, the government intends to, among other things, 
channel available investible resources during the plan according to the 
priorities, reduce regional disparities and curb monopolies. The MRTPA 
is expected to ensure that the "operation of the economic system does 
not result in the concentration of economic power to the common 
detriment, for the control of monopolies and restrictive trade 
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practices.” Operationally, its scope extends to two types of companies: 
(i) Tho',:.- which on their own or along with their interconnected 
undertakings control assets of not less than Rs.200 million, and (ii) 
those which on their own or along with their interconnected undertakings 
hold at least one-third share in their line of production and at the 
same time control assets of not less than Rs.lO million. Companies 
under the purview of the Act (METP companies) are required to take 
permission from the government before effecting any substantial 
expansion, establishing a new undertaking or attempting a merger or 
amalgamation with any other undertaking. Also, the ME.TP companies are 
normally permitted to expand their activities further only in some, 
selected capital and technology intensive sectors often termed as *core' 
sectors (Indian Investment Centre, 1982). 

Both of these regulations therefore, are supposed to create a 
blockade in the way of free corporate expansion, by making it necessary 
to obtain governmental sanction for the companies under their coverage. 
However, both have been controversial as far as their efficacy is 
concerned. The business organisations have held them, particularly the 

MRTFA, largely responsible for all failures in the industrial sphare by 

£ 

restricting growth^. On the other hand, .individual researchers and even 
government appointed committees have pointed out a number of lacunae in 
their formulation and administration and wide-spread violations which 
render them ineffective. For instance, the industrial licensing rules 
under the IDRA were found to be widely violated in the reports of the 
Industrial Licensing Policy Inquiry Committee (1969) and the Corporate 
Studies Group (1983). Similarly, a High Powered Expert Committee on 
Companies & MBTP Acts (1978) and Individual scholars have pointed out a 
number of flaws from which the MRTPA suffered and have stressed that it 
has hardly been able to have any impact on the concentration of economic 
power in some business houses - the main purpose of its enactment 
(Goyal, 1979; Paranjape, 1981). 

For the purpose of this paper the MRTPA is more relevant because it 
is company specific. The IDRA is essentially a product specific 
regulation provided that volume of investment in plant and machinery 
exceeds the specified limit. This would indeed be the case for all the 
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sample companies selected for this paper which, as we shall see later, 
are the largest private sector companies. Furthermore, IDEA is implicit 
in the MRTPA as non~MRTP companies get a preference over the MRTP 
companies for the purposes of licensing under the IDRA (Indian’ 
Investment Centre, 1982). 

III. HYPOTHESES; 

It is beyond the scope of the present paper to discuss Harris model 
in detail. We shall, instead, confine ourselves to a brief and rather 
simplified outline of it which enables us to frame hypotheses for the 
empirical study. 

Harris’ model is applicable to a managerially controlled firm (in 
the form of a joint stock company) with managers having no or little, if 
at all, stake in its ownership. Another implicit assumption is that its 
stock is traded in the stock market. The firm in such cases would ba 
greared to pursue goals which maximise utility of its managers. The 
latter would normaJ.ly include salaries, status and power enjoyed by the 
managers. All of these managerial utilities grow vrith the growth of the 
firm. Hence the firm maximises rate of growth. 

At low rates of growth, profitability (which represents utility of 
owners) also increases with growth. But with rise in the rate, growth 
becomes increasing costly and profitability falls. This happens partly 
because of the fact that to overcome demand constraints in its original 
markets, the firm has to grow through diversification and new product 
introductions. A sustained programme of successful product 
introductions entails considershle diversion of resources to activities 
like R & D, market research and sales promotion. And partly 
profitability declines due to managerial constraint or diseconomies, as 
originally formulated by Penrose (1958) and often referred to as Penross 
Effect. Thus the growth-profitability relation looks like an inverted 
’U' and is sometimes referrd to as demand for growth curve. The owners’ 
utility is maximised at a point where profitability is the highest 
whereas that of managers, where growth rate is maximum. However, the 
managers are forced to operate with certain minimum levels of 
profitability and dividends beyond which stock market value of the firm 
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may fall down to a level which would activate take-over raiders and 
hence the very existence of the management is threatened. This is what 
is referred to as capital market constraint in the Harris model and 
refieetE the supply of growth curve. 

The capital market constraint is a subjective constraint depending 
upoi; the management’s perception of safe values of profitability., debt- 
equity and retention ratios and was exogenous in earlier versions of the 
Harris Model. But in later refinements it was specified as endogenous 
varia.bl6 (Harris & Mueller j 1980). Thus the model becomes a 
simultaneous equation system. However, most empirical studies have 
treated the capital market constraint as exogenous and have confined- to. 
estimation of single equations (for instance Siddharthan & Lall, 1982). 
Siddharthan (1982) made an attempt to estimate a two equation version 
for a cross section of Indian companies. None of the explanatory 
variables in the supply of growth or capital market constraint equation, 
however, turned out to be significant. He argued that in a cross 
section, supply curve is net expected tc shift. Thus in the present 
exercise also, we shall stick to a single equation model conta-ining 
mainly predetermined variables affecting the demand of growth. In 
addition to the explanatory variables hypothesized in the theory, we 
shall introduce two policy-oriented variables; one relating tp tax 
(fiscal) incentives for growth and the. other to the HRTPA — both 
affecting the demand of growth as d.iscussed later. 

A few hypotheses c£»u be formulated on the basis of above. Profits 

generate internal resources for growth. Thus a positive relationship 

can be hypothesised betwen profitability and growth. The managerial 

theories and various empirical studies have observed a hon-linear 

(inverted U-shaped) relationship (Kay & Harris, 1979; Siddharthan & 

Lail, 1982). Hence we shall test a quadratic form. 

■r'i 

Since the Fenrosc'^s formulation of the growth of the firm, the 
initial size of the firm has been an important variable among the 
determinants of the growth. There is a case for expecting a non-linear 
relationship between size and growth — to certain extent size is an 
advantages to growth beyond which managerial diseconomies constrain 
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growth. In most of the empirical studies, however, an inverse 
relationship has been found (Hymer & Pashigian, 1962; Harris & Wood, 
1971; Hay & Harris, 1979). Here again we shall test both linear and 
quadratic versions. 

The rate of successful diversification (or new product 
introduction) is the isiost important variable in Harris' model which 
determines the demand for growth function. In cross-sections this 
variable, apparently, is not easy to specify in view of availability of 
data and also because of subjectivity that would be involved in 
determining whether the introduction was a successful one. Siddharthan 
"and Lall (i982) while explaining the growth of transnational 
corporations have used the proportion of foreign affiliates sales to 
total company sales i.e. the extent of muitinationality, and R 6 D and 
Advertisement expenditure intensities as proxy of the rate of successful 
diversificatioi'x. Siddharthan (1982) uses proportion of exports in total 
sales as a proxy in addition to R & D and advertisement intensities. 
Mams, underlines the fact that sustaining successful diversification 
would require capital investments on innovations, advertising, 
promotional and Other market activities and hence would result in a 
higher capital -output ratio (Harris, 1964). In a cross-section sample, 
however, capital output ratio may vary because of factors like choice of 
technique, in addition to diversification. But since data on a more 
satisfactory proxy of diversification is not available we shall use 
capital -output ratio, expecting a positive relationship between it and 
growths • . ' . 

Both of the public policy variables are expected to influence the 
growth of demand curve. The tax incentives make d-lyersification 
(growth) more attractive for the firm by reducing i* v effective cost to 
the firm. Hence a positive relationship between extent of concessions 
availed and growth is hypothesized. The MRTPA in view of its declared 
objectives of inter-alia curbing concentration of economic power can be 
expected to affect growth of the companies coming under its purview by 
blocking the way of diversification. Hence on a prior i grounds we 
expect a negative relationship between HRTPA and growth. 
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IV. DATA § VARIABLES: 


To verify the above hypotheses, we have made use of data eoBtaiaed 
in a computer data fi^e prepared by the Cor, .orate Studies Group- The 
file contained several key financial variables for a ten*-year period on 
each of the 289 top non'^gcvernment corporate giants in 1980 quoted at 
the stock-^exchanges (for more details see Corporate Studies Group, 1983 
a)- From these companies, however, companies in transport, finance, 
trading, electricity and tea plantation were dropped* Thus the final 
riample consisted of 237 companies- 


the measurement used 'for. the dependent' and independent, variables as* 
well as their justification are as followst 


GF.OW^ ' Growl'h of the firm', has been measured in different 'studies with 
respect to different variables viz* Sales Revenue, Fixed 
' Assets (Capital Stock), Total Assets (Gross Capital )'''''and 
sometimes employment. Each of these suffers from its own 
limitation. For- instance, growth of fixed .assets does 'not 
take care of capacity utilization and also suffers from 
valuation problems. Total Assets are '.composed of in addition 
to fixed assets, inventories and financial assets which may be 
considered irrelevant for real growth of the firm. And 
employment could change because of change in technique of 
production. Besides, to go into merits and demerits of these 
7 variables for measuring growth is futile in view of the fact 

that Harris’ model, contemplates- a steady state growth' viz* -the 
one at which each one of the above indicators grows at the 
same rate and the mutual ratios remain constant* Thus, we 
shall use average annual growth rate in total assets over 
: 1.976-19-80 as a measure of - .the variable GROM* ■ This, variable, 
however, measures only the growth of the company in its 
present organisational framework and not the growth through 
.lormation of new subsidiaries* 

FROFs Frotitability of thv liru is. measured as proportion of '■profits, 
(after interest and depreciation but before tax) in total 
assets, averaged over the period of 5 years (1976*1980). 

: SIZES ■ Initial Size: is measured . in- terms of total' asset-base'' , in ,'the^ 
year 1976* To reduce heteroskedasticity problem SIZE will be 
expressed in logarithms* 

'■ OKRi ' Output-Capital. Ratio , is- measured .as a ratio . of ■ sales turnover 
to total assets, and is again averaged over 5 years (1976* 
,198,0).' is inverse.. of, napital-output' ratio ^and hence,, we, 

expect a negative association between OKR and GROW. 

: llTRs , ., , ^Effective ,eorporate..-:taX'. rate'.'is measured -as .proportion /of, .tax 

provision tO' the 'pre’-tax profits, averaged over the" five' year 
'(1976-19,80.) .pe-riGd* ' .ETR . corresponds inversely to the tax 
concessions realized: lower the ETR, higher the proportion of 
tax concesions -realized- by the company and vice-versa. Hence 
an Inverse association between ETR and GROW is expected. 

A dummy variable, 'taking value 1 if the company Is registerd, 
under the MRTF Act ,"',1969 and 0 otherwise. 


■''■MlTB:r 
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The following equation is thus estimated with the above variables 
using, orainary least squares (OLS): 

GROW = a -1- b, PROF + b 2 SIZE + OKI -i b^ ETR 

b3 PROF^ + bg SIZE2 MRTP + U 

where a is intercept* are respective regression coefficients and 

U is the error term. 

V. STATISTICAL RESULTS: 

P.esults of the regression analysis are presented in Table I. It 
appears from the Correlation Matrix provided in the Appendix I that 
multicollinearity does not present a formidable problem. 

• Among the independent variables PROF is significant in all the 
equations estimated, at 1 p.er cent level of significance with 
hypothesised positive sign. A quadratic form of profitability was tried 
in equation 2, which too, turns out to be significant at the same level 
of confidence with negative sign of PROF^. This confirms an inverted 
'U? shaped relation between PROF and GROW as hypothesized by the 
managerial theorists. SIZE too, is significant at 1 per cent level but 
with negative sign. Unlike PROF its quadratic test turned out to be 
insignificant. The relationship between SIZE and GROW has been 
hypothesized to be one of inverted *U’ shape. The explanation of 
getting only an inverse association here could be in the fact that the 
sample for this study consisted only the largest firms in the .Indian 
private corporate sector which have already crossed the opt* mum size and 
'Penrose effect' dominates them. OKR is significant -'ith negative sign 
implying positive relation between growth ano capital -output ratio as 
per the expectation. The tax incentive variable ETR turns out to be 
significant only in 2 of the 4 regressions and the level of significance 
too, is low (5 per cent in one and 10 per cent in the other), though it 
has the hypothesized negative sign. It can only be implied that tax 
incentives have a positive but not a very significant role in promoting 
growth. In other recent studies on Indian tax incentives also only a 
weak association between the ETR and corporate investments could be 
established (Dixit & Prasad, 1982). 



TABIS I: Multiple 'degressions EKplaining Corporate 
Growth (GROW) 1376-80 

(Number of Observations; 2370 


vm. 

TABLE 



EQUATIONS 




1 

2 

3 

4 

« 

FBOF 

.3400® 

(2.4326) 

.op<>3® 

(3.476S) 

.3396® 

(2.4267) 

.3224® 

(2.2849) 

2. ■ 

FROF^ 


-1.2581® 

(2.6601) 




SIZE 

-.0723® 

(5.3383) 

-.0665® 

(4.9726) 

-.0303 
( .0050) 

-.0675® 

(4.9765) 

4. 

SIZE^ 



-.0133 
( .00/3) 


5. 

OKR 

-.0326® 

(2.4513) 


-.0337® 

(2.5396) 


6. 

ETR 

-.0436 

(1.0687) 

-.0967^ 

(2.2171) 

- .0453 
(1.1084) 

-.0537" 

(1.3085) 

7. 

METP 

.0204 

(.8735) 

.0187 

(.8039) 


.256 

(1.0927) 

8. 

Intercept .4251 

.3416 

.4256 

.3624 



.1496 

.1535 

.147!. 

.1275 


r2 

.1312 

.1351 

.1290 

.1125 


F 

8.1303® 

8.3750® 

7.9925® 

8.4776® 


NOTE; t- Values xn parentheses, Superscripts indicate 
levels of significance as follows: 

a; 1 per cent, b; 5 per cent, and c; 10 per cent 
level . 


The other policy variable viE* MRTP,, rema-ins insignificant in 
explaining growth of firms throughout* This result implies that the 
growth pattern, of companies coming under the purview of the MRTPA is not 
significantly different from that of- other companies* Thus this finding 
goes contrary to - the general belief that the MRTPA restricts growth. It 
could either be due to^ inefficacy of the Act as pointed out by various 
studies or due to the ability of the concerned companies to circumvent 
it. This» however s is- an' area of further re^search. 

The coefficient -of variation of the . estimated relationships is low^ 

• « 

which is due to the sample-consisting a large cross-section drawn from 
diverse industrial sub-sectors. A significant portion of variation in 
growth is naturally owing to inter-industry differences which are not 
captured in the present exercise. The overall regressions are, however, 
significant at 1 per cent level as reflected in high F-values. 

Inspite of admittedly limited specif ication of the rate of 
diversification variable in the present exercise, results pertaining to 
PROF, SIZE and CKR are in conformity to the Harris model and other 
empirical studies. Both the policy variables however, turned out to be 
weak in explaining growth of larger compaoies in India. 

?. CONCLUSIONS: 

In this paper an attempt has been made to explain the gro.>'th of 
larger non-government corporations in India over a period of 1976 to 
1980 in a broader framework provided by Harris. Unlike ..'ther studies on 
the subject, however, two public policy-orientec variables affecting 
growth were incorporated in the present exero'se vis. one pertaining to 
fiscal incentives to growth and the othev to the monopolies legislation. 

The empirical exercise supp.'rts the hypotheses framed on the basis 
of Harris model. The stati^fical findings bring out that the growth is 
positively related to p..'-fi lability to certain extent beyond which they 
vary in different directions as per the expectations. For the larger 
firms; as in the sample for the present study, growth is found to be 
inversely .related to the initial size of the firms. The capital-output 
rati y Is found to be positively related to growth. The tax concessions 
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provide a positive but rather weak incentive for growth. The Indian 
moropoiies legislation, which is expected to curb concentration of 
economic power in raw hands, has not been found to be having any 
significant impact on growth? of companies coming under its purview vis- 
a-vis other companies. This finding is contrary to the poptalar image of 
the legislation to be a damper of corporate growth. It seems pertinent 
in view of on going controversy on the efficacy and implications of the 
functioning of the Act and needs further research. 
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APPEKDIX I 






Correlation Matrix 



GROW 

1.0000 






PROF 

.1291 

1.0000 





PROF^ 

.0471 

.8458 

1 .0000 




SIZE 

-.3214 

-.0549 

-.0615 

1.0000 



SIZE^ 

-.3217 

-.0549 

-.0615 

1.0000 1.0000 



OKR 

-.0686 

.1415 

.1706 

.2287 .2287 

1.0000 


ETR 

.0071 

.5606 

.3136 

-.0444 -.0444 

.1667 

1.0000 

mip 

-.1107 

-.0688 

-.1035 

.5200 -.5200 

-.2848 

-.0849 1.0000 


GROW PROF PROF^ SIZE SIZE^ OKR ETR 


MRTP 
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NOTES 

].<■ lo i>uin& scholars, most notably Gibrat (1931), firm's growth was a 
purely stochastic process. 

2. See liay & Morris (1979) for a review. 

3. Even in terms of significance, it vras found for instance, in the 
case of 73 investment schemes financed by the ICICI, the total tax 
savings contemplated over the project cycles accounted for 38.5 per 
cent of total investments, Lall (1983). 

4. The two other regulatory legislations are the Capital Issues 
Control Act, 1973. The former makes it obligatory, on the part of 
a company intending to issue shares or security in the^ market, to 
takeprior government consent. However in practice this is more of a 
formality of. Kumar (1982). The other one requires all companies 
at work in India to reduce foreign equity to 40 per cent and 
register under the Indian Companies Act, 1956. Once a company 
complies with its previsions it ceases to apply and hence is of 
self-liquidating character. 

See for instance speeches of H.S. Singhania, a former President of 
Federation of Indian Chambers of Commerce and Industry, Singhania 
(1979). 


5. 
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Indian , eccnomy is/, a., , weak^. though larga^,' siib'^sys.tem.: of the- 
ca'pitalist world* . This.* of; C'l.^ursOj is o,ot to argue that, it .does .no t 
have unique features of its own. , Her is this to overlook the varied' and' 
meaningful economic and political .'associatioii of. the country wlthathe. 
SGcialist' societies. ' An over-w^helniing part of the countryes ' f oreign " 
trade is with countries having 'market oriented economic structures.^ .The 
main source, of foreign 'aid . is -the ' industrialized we'st and the 
international institutions^ like the .Internationcil Monetary Fund^ - IBF3 
(World Bank) . and IFC on which the country-s development plans -have 
depend-ed substantially^ are under direct control and domination ' of .the 
countries of the capitalist world- India has also foreign private, 
interests in the form of direct investments by TNCs along with a very 
extensive coverage by technical, trade and financial agreements entered 
into by TNCs with India's influential private monopoly establishments, 
as also most of tho Central Government controlled public enterprises. 
In addition to all above, the inflow of information, ideas and values 
from the market oriented societies is more frequent and intense than 
that from the socialist societies. The channels of communication are 
printed media, (thanks to the English language being the language of the 
economic, administrative, and social elite of India) conferences, 
seminars, lecture tours of distinguished scholars and above all the 
experience and participation of key Indian policy makers in 
international fora which are basically for promotion and development of 
an international order, that is conceived to primarily find solutions 
for the problems faced by the industrially advanced societies. In 
short, the Indian economy cannot be treated as independent of the 
economic developments and trends of thought in the advanced market 
economies . 

In U.K., the policy of privatisation has been resorted to by the 
Thatcher government. The sale, however, has been mainly confined to 
profit making public enterprises. While Jaguar, British Aerospace and 
some North Sea Gil enterprises have been already sole to private 
interests, the shares of the British Telecom were reported to be on 
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sale. British Airlines, it is expected, would be also one sale in a few 
months. Thatcher Government policy to privatise public enterprises has 

to be seen in the background of the successes with which the Reagan 

3' 

adaiiiis tratidn Is claimed to have solved the economic problems* 
¥Iiether it is' described as Reaganomics, supply side economics or the 
coB.tributioiis ■ of Friedman, the fact does remain that in contrast" to the 
earlier : enlarged and ' expanding' role of state after the Second , World War, 
it'is being argued that, stare should involve itself in the economic 
activity only' if it 'cannot avoid it* ' Liberal ization of controls and 
state 'de-re.gtiLations' are acquiring , political respectability* 

® • ■ . , . 

The discussion on the question of privatisation of public 

enterprises in India is of very recent origin* During the last few 
months it seems to have become an issue of debate because many seem to 
believe that it is under active consideration by the Indian policy 
makers* While there is no official policy document to confirm the 
likely adoption of the privatisation policy, there do happen to be a 
number of significant press reports in this regard* Prakash Tandon, in 
his Mehru Memorial Lecture 1984 posed the questions 

First and foremost we should decide whether we wish to keep it as 
public sector, as it is, a state sector* Today public has no say, 
no ownership, no control* It is owned and wholly run by the state, 
its political and administrative set up and the public is rigidly 
kept out of it except, it might be argued, through Parliament* 

After making a frontal attack on the very philosphy of public 
sector and expressing a doubt on the capability and legitimacy of 
Parliament, he proposed privatisation of profitable public enterprises 
and the need to follow the management strategies of THCs. 

Nitish Sengupta following the lead given by Tandon argued: 

*♦* A start could be made selectively with about five to ten such 
enterprises*.* There would surely be overwhelming response if 
companies such as STC, MMTC, HMT or BHEL make available some of 
their shares, say 24 per cent to the public. c (This) will be 
desirable from the point of resources gathering...-^ 

The suggestion for privatisation has been editorially supported by 
some of the leading financial dailies* While no concrete plan for 
privatisation of public enterprises appears to have been prepared, it 
would not be surprising if such policy proposals attract support from 
influential quarters* 



, '.The plea for ''prlvatisatioB of -public enterprises . should .not 'be ::seen; 
as an Independent and isol'ated -decision by itself It 'falls in 'the 
overall framework of a policy of reduced public iiitervcntions., both 
direct and indirect, in order to' direct and 'influence the structure and; 
working of the economy,. Hithdrawal cf direct gcvernnieBt involvement in 
the economy , implies a shift towards a philosophy and belief, that the' 
pattern of new investments and deployme'nt of national ■productive 
■resources can be left to be determined by the market forces of demand ' 
and supply, th'us ■ avoiding the distortions which allegedly follow state, 
inter v.entions^ The privatisation policy has to be accompanied, by 
withdrawal of administrative controls, licensing and .other policies 
which restrict free interplay of market forces. The logic would also 
suggest that private monopolies, national and international ,■■ a're in 
principle, desirable and necessary ■ for efficient and low cost pr.oduction 
which, it, is believed can be hai'nessed only with the' economies of .scale, 
of -large . industrial units. 

The policy towards the reduced role of -the state does als'o sugg'est'. 
that instead of adopting national plan exercises and undertaking large 
public cutla^’^s, the state should basically confine itself to its limited 
role of maintaining law and order, supplemented by appropriate fiscal 
and monetary policies to protect vulnerable sections or to achieve well 
defined specific objectives. 

Viewed from another angle, handing over of public enterprises to 
private managements can help to achieve what most democratic Governments 
eannot.: '•'.For , instance, 'private managements.'WO.iiLd 'be able,.^ to -' cl'O'.se 
such economic activities which were not remunerative. It may affect 
closure of units established for considerations of providing certain 
special opportxinities for backward regions. It could order the closure 
of. . "all airline"', services' to. hilly . a.reas as well as of the running of 
train services on the loss making routes. Cutting down of the labour 
bill through retrenchment' 'of withdrawal' of' certain financial payments 
and'* other "obligations', -.-is more easily possible -through the medium 
'privat’-e' managements 'than ■ the" public sect-or. Similarly, private 
‘■mahagem'ents ■'■can act fas'ter and 'without much' hesitation on questions of 
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price escaiatloa :.of output amd. services, and also implement, the best 
product mix to reap full advantages of the- market % 


,,, The'-baslC' difference between private managements and those of the 
public sector, lies in the accountability of the formers* managements, to^ 
d few (who are the dominant share holders) rather than to the large" many 
shareholders or to the public at large who may have no direct stake in 
the enterprise. In substance ’’privatisation*’ means shifting of the 
responsibility to take harsh and unpopular decisions from the public 
policy making quarters to a few, -who have, direct vested interests in 
generating returns to their Investments but have no pretensions to 
safeguard or promote public ' interest. 

The post Second World War period witnessed the emergence of many 
'new'' liberated^ countries. Also, at that time in the market oriented 
group of economies it was an unquestioned belief that ’state* has to 
play a direct and effective role in the reconstruction of the War hit 
economies. The socialist bloc of countries had always stood for an ever 
growing role of state in the restructuring of their economies. ;These 
trends in the market oriented economies have come to be restricted by 
the experience, of what is generally claimed as the success story of the 
US administration under Reagan. And the same is claimed to have happened 
in Britain under the stewardship' of Margaret Thatcher. 'One may call 
this Reagonomics, supply side economics or the influence of Friedman. 
There is a clear thrust towards the reduction of economic intervention 
by the state in both the U.S. and the U.K. The influences of these two 
countries on internal economic policies of the other market oriented 
societies is also clearly discernable. This is irrespective of the 
character of the political parties in power of say, Sweden or France. 

Ill '■ 


Quite apart from the limited ' discus,'sio'n on , ptivatisation 
inspired by the happenings in the industrially, ,advanced,.',countr,ies' of: the, 
west, the public 'Sector in ^ India has been respdnsible for the 
establishment and promotion of^ enterprises which were later handed over 


to private parties. The process has, however, been confined to State 
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level public enterprises. Table-I lists some of the Government 
companies s'hich got converted into Mon“GGverriment companies during the 
last one decade. 


Table - I 


Govemment Companies Converted into Non-Government Companies 

during 1973-83 


i) India Ten & Restaurant Ltd. 


1982-83 


1) Andhra Pradesh State Seeds Development Corpn. Ltd. 1981-82 

ii) Rajasthan State Seeds Corpn. Ltd. 

iii) Rourkela Fabrications Ltd. 


ij Andhra Pradesh Oil & Chemicals Industries Ltd. 

ii) Hindustan Diamond Co. Ltd. 
iii } Samacliar Bharati 

iv) Deccan Fibre Glass Ltd. 

v) Andhra Pradesh Refractories Ltd. 

vi) Utkal Foundry & Engg. Co. Ltd. 

vii) Madhya Pradesh Vidyut Yantra Ltd. 

viii) Orissa Tools & Engg. Go. Ltd. 

ix) Malwa Cotton Seed Products Ltd. 

x) Punjab Engineers Cubing Tools Ltd. 

xi) Karnataka Blades Ltd. 

i) Hyderabad. Connectronics Ltd. (1) 

ii) Transformers & Electricals Kerala Ltd. 

iii) Gujarat State Machine Tools Corpn. Ltd. 

i) Gujarat Aromatics Ltd. 

ii) Punjab Breweries Ltd. 

iii) Andhra Pradesh Rayons Ltd. 

iv) Almora Magnesite Ltd. 

i) ML?. Agro Morarji Fertilizers Ltd. (2) 

ii) Maharashtra Scooters Ltd. (2) 

iii) Himachal Consultancy Organisation Ltd. 

iv) U.P. Twiga Fibr.;glass Ltd. 

x) Aravali Svachalit Vahan Ltd. 
ii) Gujarat Alkalis & Chemicals Ltd. 

iii) Jagannath Chemicals & Pharmaceutical Works Ltd - 

iv) Fibre Foam Ltd. (3) 

v) Orissa Concrete Products Ltd. 

vi) Meghalaya Essential Oil & Chemicals Ltd. 

vii) Industrial Papers Assam Ltd. 

i) Andhra Pradesh Automobile Tyres & Tubes Ltd. 
ii) Gujarat Carbon Ltd. 
iii) Wagon India Ltd. 

i) Manganese Ore Ltd. (4) 
ii) Punjab Concast Steel Ltd. 

1) Punjab Tractors Ltd. 

Note: : ' 


1980-81 


1979-80 


1978-79 

1977-78 

1976-77 

1975-76 

1974-75 

1973-74 


(1) Converted into a Government Company from a non-Government 
company during 1977-78. 

(2) Converted into Government companies during 1976-77. 

(3) Converted into a Government Company during 1974-75. 

(4) Converted again into a Government Company during 1978-79. 

Source: Annual Reports on the Working & Administration of the 

,(;;oapanies^;\::Act',;;::'^ Issues.^ 
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In most of thesfe cases, the initial industrial licence was .obtained 
by a state industrial development corpotations. It was argued by some 
State Governments, that initial establishment of these was necessary to 
promote the process of industrialisation in the state and to encourage 
local entrepreneurs. There is, however, some evidence to suggest that 
privatisation of many of such undertakings has been to benefit the 
already well established industrial Houses and not the local 
professionals or new entrepreneurs. Andhra Pradesh Rayon and Karnataka 
Blades Ltd. are cases in point. One needs to discuss the place and role 
of this process in which State Governments bear the risk and nurture the 
enterprises and only when the enterprises are on the threshold of making 
profits, the ownership and management gets tranferred to private 
parties. What are the advantages of such a planned privatisation 
process? And who derives them? 

The number of companies which have been privatised may not be very 
large. But another sector which generally goes without much attention 
is the joint sector. Table-II provides an illustrative list of the 
joint sector companies which have been established by State Governments 
in collaboration with one or the other national monopoly House. 

In this respect there is also need to underline that there are a 
large number of enterprises in which the majority or the main stake in 
the equity capital is that of public sector financial Institutions. 
Table-Ill gives an illustrative list of large private sector companies 
in which more than 25% of the equity is held by Government and 
Government sponsored financial institutions. We have listed here only 
large companies w’ith assets or turnover of Rs. 10.00 crores and above. 
The number, otherwise, would be more than 300. 

IV' 

of fresh privatisation of Central Government 
undertakings may or may not get initiated. But In India there are 
already a large number of private, sector undertakings in which public 
sector has large investments. It is a situation that is very close to 
the post privatisation conditions abroad. What should be the policy of 
the Government with regard to these undertakings? What should be the 



Illustrative List of Joint Sector Companies Promoted by the State Industrial 
Development Corporations in Collaboration with Large Industrial Bouses 
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Table - III 


An Illustrative List of Large Private Sector Companies 
in which More than 25% of the Equity ' s held by Government 
and Government Sponsored Financial Institutions 


SI. 

Ko . 

Name of Che Company Public Sector Share 

in Equity (%) 

Assets 
(Rs. Crores) 


1 

2 

n 

J- 

AMIN 




1. 

Jyotl Ltd. (23.9.82) 

46.29 

35.45 

ACC 




2. 

Associated Cement Co. Ltd. 

37.31 

201 . 70# 

ASHOK IJSYLAND 



3. 

Ashok Leyland Ltd. 

27 .75 

236. 33§ 

BANGUR 



4. 

Andhra Pradesh Paper Mills Ltd. 
(29.12.82) 

59.87 

36.05® 

5. 

Shree Digvijay Cement Co. Ltd. 
(29.6.82) 

32.15 

45.41® 

6* 

Shreeniwas Cotton Mills Ltd. (28.6 •80) 

46.37 

17.43# 

7. 

Bengal Paper Mill s Co . Ltd . (21.7.82) 

26.86 

17.09® 

8. 

Shree Synthetics Ltd. (30.12.82) 

26.86 

33.48 

9. 

Fort Gloster Inds. Ltd. (30.9.78) 

49.15 

9.72® 

10. 

Graphite India Ltd. 

41.82 

36.03® 

11. 

Hastings Mills Ltd. (6.11.79) 

53.76 

15.80® 

BIRD EEILGERS 



12. 

Titaghar Paper Mills Co. Ltd. (1979) 

45.61 

40.78 

BIBLA 



13. 

Kescram Inds. & Cotton Mills Ltd. 
(31.5.82) 

38.64 

74.58 

14. 

Bharat Commerce & Inds. Ltd. 

(23.4.81) 

33.06 

■ 31.77® : 


Electric Construction & Equipment 
(Co;. :Ltd^, . (7,4.81) ; • • ■ ■ , (./C 

44.31 

25.49® 

MM 

India Steamship Co. Ltd. (30.12.82) 

30.82 

:'(:;;::i08.S5":v 

17. 

Jayshree Tea & Industries Ltd. (1980) 

'25. 94 : 



18 . Sirpur Paper Mills Ltd. (29.12.79) 42.56 25.39® 
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SI. 

No. 

Name of the Company Fiib 

in 

lie Sector Share 
Equity (%) 

Assets 
(Rs. Crores) 


1 ; 

2 

3 

1S« ■ 

Texmaco Ltd. (28-4.77) 

31.50 

42.33# 

20. 

Zenith Steel Pipes & Inds. Ltd. 
(3.10.80) 

30.80 

56.29 

BOMBAY SUBURBAN 



21. 

Bombay Suburban Electric Supply Co. 
Ltd. (23.9.82) 

66.43 

108.06 

CENTRAL PULP 



22. 

Central Pulp Mills Ltd. (27.3,.80) 

53.67 

21.19@ 

DLF 




23. 

Industrial Cables (I) Ltd. (1979) 

46.44 

26.02* 

ESCORTS 



24. 

Escorts Ltd. (26.6.80) 

54.04 

104.500 

ELCON ENGG. 



25. 

Elecon Engg. Co. Ltd. (29.6.82) 

26.33 

57.090 

ITC 




26. 

Tribeni Tissues Ltd. (30.4.82) 

26.50 

27.810 

27. 

l.T.C. Ltd. (30.8.79) 

28.02 

210.18 

FCC 




28. 

Calcutta Electric Supply Gcrpn. 

(I) Ltd. (24.9.82) 

38.46 

273.24 

r» 

jL y « 

Dunlop India Ltd. (30.10.82) 

, : :33..74;:;: ; ; 

163.820 

30. 

Indian .Alnminium' Co:» Ltd#., /(29.>4.*B0)' 

27.26 

155.610 , 

31. 

/.Metal"';.' Box .•Lndi'a ;Ltd (30'# 1'2.#S2') ' 


103.390 

32. 

Simon Carves (I) Ltd. (4.6.82) 

25.08 

13.020 

NAIIHJ-:GV^ 



33y- 

’South India Viscose Ltd. (27.6.79) 

26.29 

36. 3i>;)v'L 

34. 

Lakshmi Machine Works Ltd. (31.12.82) 

47.02 

41.860 

ICI 




35. 

Indian Explosives Ltd#; <17*2*61) 

;5;:f25;Li9;;:;;)i;| 

164.080 


Alkali & Chemical Corpn- India Ltd. 
(19.2.82) 
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SI. Name of the Company 

Public Sector Share 

Assets 

No. 

in Equity (%) 

(Rs. Crores) 

I,'.'; 

■ 2 

3 


37. Gre scent Dyes & Chemicals Ltd. (9.2.82) 40.16 13.821? 


INDIA CEMENT - 

38. India Cements Ltd. ,,(28.9.79) 48.69 33.04 

BAPADIA 

39. National Rayon Corpn. Ltd. (23.6.82) 35.37 55.86® 

40. Kohinoor Mills Co. Ltd. (29.9.80) 71.68 15.82® 

41. Ahmedabad Electricity Co. Ltd. (20.9.79) 38.34 112.97 

HN KAPADIA 

42. Poysha Industrial Co . Ltd. (1980) 50.29 17.00 

KAM&NI 

43. Kamani Engg. Corpn. Ltd. (16.5.80) 49.13 58.24® 

KHATAU 

44. Khatau Makhanji Spg . & Wvg. Co. Ltd. 31.85 25.48® 

(16.10.79) 

KIRLOSKAR 

45. Eirioskar Electric Co. Ltd. (21.1.83) 38.11 46.28® 

46. Mysore Kirloskar Ltd. (1980) 41, .92 22.88® 

47. Kirloskar Pneaumatic Co. Ltd. (1979) 60.42 28.36® 

48. Kirloskar Oil Engines Ltd. 30.79 57-33® 

KOTHARI G.D. 

49., General Indl. Society Ltd. (3.4.80) . 30.13 21.86® 

KOTHARI D.C. 

50. Kothari (Madras) Ltd. (22a2.79) 27.57 50.45® 

LARSEN & TODBRO 

51. ' Larsen & Toubro Ltd. (24.4.81) 34.74 142.21® 

52. Hindustan Brown Boveri Ltd. (23.10.80) 63-93 50.50 

53. Atul Products Ltd. (24,4.80) 34.03 64.44® 

54. Arvind Mills Ltd. (23.6.82) 27,40 46.24® 
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SI. Naise of the Company Public Sector Share 

No- in Equity (?) 

■Assets. 

(E.S - " Crores) 

1 

2 ' 

. 3 ■ 

MAHINDRA 



55 » Mahindra' Mahiiidra. Ltd- (23 -4 -82) 

44. 1C 

129.50 

55. Mahindra Ugine Steel Co. Ltd. (1979) 

28.24 

86*4i@ 

MODI 

57. Modipon Ltd. (31^8.77) 

27.14 

68. 11 

58. Modi Rubber Ltd. (30.4.82) 

39-84 . 

93.78(^5 

PAISY 

* 

■ « 

59. EID Parry (India) Ltd. (25.6.82) 

28.17 

57.550 

60* Herdilla Chemicals Ltd- (16-4-80) 

26.92 

23.630 

61. Coromandal Fertilizers Ltd. 

(2.6.82) 

36.64 

66.320 

PODAR 

62. Podar Mills Ltd. (1979) 

45.31 

13.41# 

EADNAQ SINGH 

63. Bharat Steel Tubes Ltd. (5.11.82) 

42.94 

32.96 

64 . Appollo Tyres Ltd . 

31.64 

33.920 

RAJASTHAN SPG. 

65- Rajasthan Spg. & Wvg- Mills. Co- Ltd. 

37.88 

25.700 

SPIC . ■ - . : 

66. Southern Petro-Chemical Inds. Ltd. 
(23.12.81) 

42.59 

169.790 

S P JAIN 



67. Dhrangadhara Chemicals Works Ltd. 
(28.9.79) 

30.28 

29.25 

SCINDIA ' ■ ■ 

68. Scindia Steam Navigation Co. Ltd. 
(1980) 

34.54 

:r;:; 7:205 •.|3(;k 


69- Shri Ambica Mills Ltd. (9.6.80) 


66.030 
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SI.- 
.No . 

Name of the' Company Public Sector Share 

in Equity (%) 

Assets 
(Rs. Crores) 


" ' 1 ’ ^ 

2 . - 

3 

SESHASAYEE 



70. 

Aluminium Inds. Ltd. (25.9.82)' 

42.22 

34.86 

71. 

Seshasayee Paper & Boards Ltd. 

(21.8.79) 

56.73 

31.71 

SERI 

MM 



72. 

Jay Engineering Works Ltd. (27.8.80) 

30.71 

28.16@ 

73. 

D C M Ltd. (28.12.82) 

0 - 

42.54 

184.780 

SINGHANIA 



74. 

J.K. Industries Ltd. (28.7.80) 

35.31 

71.280 

75. . 

Sevenseas Transportation Ltd. (26.5.82) 

31.52 

17.19 

TATA 




76. 

Voltas Ltd. (10.2.82) 

45.73 

,126.440 

77. 

Tata Engg. & Locomotive Co. Ltd. 

(24.8.6^) 

44.84 

605.23 

78. 

Tata Iron & Steel Co. Ltd. (17.8.82) 

42.25 

687.52 

79. ■ 

Tata Power CO. Ltd. (23.9.82) 

38.40 

116.09 

80. 

Tata Eydro-Electric Power Supply Co. Ltd. 
(24.9.82) 

33.92 

65.46 

81. 

Ahmedabad Advance Mills Co. Ltd. 

(25.5.81) 

42.52 

40.20 

82, 

Svadeshi Mills Co. Ltd. (8.5.79) 

37.14 

18.17# 

83. 

Tata Oil Mills Go. Ltd. (1979) 

33.89 

86.81# 

84. 

Andhra Valley Power Supply Co. Ltd. 
(24.9.82) 

51.18 

93.59 

THAPAR 




Ballarpur Inds. Ltd. (22.12.80) 

27.00 

124.790 


Greaves Cotton & Co. Ltd. (10.12.79) 

28.28 

49.720 




87. 

Laxmi-Vishnu Textile Mills Ltd. 

(20.5.80) 

28.74 

14.700 


MUOU V R 

88. Madras Aluminium Co. Ltd. (12.6.80) 33.61 31.81@ 
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SI. 

No. 

Nat'r.e of the Company 

■'Public . Sector ^ 
in Equity (%) 

..Share'.;' 

; -(Es *■„ Crores) 



2 


;• 3 

W/iLCHAND 




89. 

Preaier ' AutoiBobiles Co* 

) 25.83 


50.66 

Si. 

Mg« 

Kame of the Compaxiy ■ ■ 

Public Sector 
in Equity (%) 

Share 

Assets 
(Rs. Crores) 


1 

2 


3 

WALLACE 




90. 

Bombay E-umah' Trading Co. Ltd. (19 

.3.80) 34.00 


20.65® 

OTHERS 




91. . 

Mangalore Chemicals & Fertilizers 
(28.7.82) 

Ltd. 52.09 


81.48® 

32. 

Gujarat Alkalies & Chemicals Ltd. 
(23.9.82) 

50 . 57 


: 24.94 

33 . . . 

Sayaji Mills Ltd- (1982) 

25.93 


16.76 

34. 

Jain Tube Go. Ltd* (29.4*78) 

27.05 


15.56® 

93*: 

Star Fapei Mills Co. Ltd,. (26.9.79) 27.88 


19.40 

96. 

Gujarat State Fertilizers Ltd. 
(31.12.82) 

74.12 


178.96® 


NO'te: ' ■ ■ 

1. Date in brackets in col. I given alongwith the name of company 
indicates the date of the ‘bhare Distribution Schedule’. 

2. Assets data in col. 3; Unless indicated otherwise assets data 
is for the year 1982; Indicates data for 1979; # for 1980; 
and @ for 1981. 

3. FCC indicates Foreign Controlled Companies. 

4. the Rouse Classification is as per the Corporate Information 
System of the Indian Institute ox Public Administration. 


Source; Corporate Information System, IIPA, New Delhi. 
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forsa, degree or nature of public control in these undertakings? Should 
the responsibility to manage these undertakings continue with the 
present private managements who have only a marginal stake (say 5 to lO 
per cent) in risk capital? If one is to accept the principle of profit 
maximization for the private sector industrial enterprises, can one 
accept that the private managements with 5-10 per cent share of the 
enterprises' profit would have more at stake than the public sector 
financial institutions which have majority or the largest single bloc of 
shares? In whose interest would it be to keep such enterprises on the 
profit making road? The financial institutions or the private 
managements? 

If there are Government nominees, what should be their role? Or, 
alternatively, there can be a broad set of guidelines that no Industrial 
House should be allowed to manage a company in which its own risk 
capital is less than half of the total equity. If privatisation has to 
have some of the advantages, then can one lay down some basic rules that 
private managements will not be allowed to direct company resources 
through 'transfer pricing* transactions with the management associated 
undertakings? Can there be strict rules for objective audits so that 
private managements cannot defraud public owned companies? Can there be 
some degree of ’public accountability', (not necessarily limited to 
officials), of the large enterprises in which national resources of 
large size have got invested? 

If, however, the plea for privatisation of the public enterprises 
is to stall further expansion, oblige private industrialists or hand 
over the management to some TNGs under international pressures, the 
above stated questions would appear irrelevant. On the other hand, if a 
group of experts get together with clear public purposes in mind, they 
must address themselves to the problems of large enterprises as such and 
seek policy measures to bring in rationality in the process of decision 
making in these enterprises. At this level, the thin distinction 
between private and public enterprises, at least in India's case, would 
seem to have lost much of its meaning. 
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NOTES 

1. ihe shaie of countries of Eastern Europe in imports was around 10- 
11 per cent and around 22 per cent in e- ports. See INDIA: Economic 
Surve y, 1982-83 , pp. 62-65. 

2. Of the total External Assistance during 1982-83 the share of the 
USSE and Czechoslovakia was 4.35 per cent as against 29.8 per cent 
of the Western market oriented countries. The DEED and IDA 
accounted for 55.2 per cent. See ibid , p. 152. 

3. Fitchett, Joseph, "I-r ivatisation of British Phones” and 
"Privatisation for Better iiesult", Times of India, October 15-16, 
1984. 

4. Economic Times , August 31, 1984. 

5. Nitish Sengupta, "The case for Limited Private Shareholding", 
Economic Times, November 2, 1984. 
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A STUDY OF INTER--COHMECTIONS UNDER THE METP , ACT 
: In the Context of the Proposed Asset Limit Hike 


Introduction 

The MoRopolies and Restrictive Trade Practices Act (MITP Act) was 
enacted in 1969 to prevent concentration of economic power' to the , common 
detriment, for control of product monopolies and for the prohibition' of 
monopolistic and restrictive trade practices. While the idea and the. 
format of the Act were a consequence of the, recommendat ions of the 
Monopolies Inquiry Commission (MIC, ■ 1-965) , the Industrial Licensing 
Policy Inquiry Committee (ILPIC, 1969) was the source of inspiration for 
the licensing policy towards the METP'Act reglster^^d comp^anies.^' ■. " ^ 

Ever since the beginning, the functioning of , the Act 'has been a 
subject of much^, controversy. Since size of assets, wiilch was expected 
totreflect the economic strength of individual units and of groups of 
undertakings, has been chosen as the criterion for registering under the- 
provisions relating to concentration of economic power, growth in the 
assets' of industrial Houses, has generall 3 r be€i!i seen as a proof of the 
failure of the Act in curbing the furtherance of concentration of 
economic power in private hands. While the phenomenon of non- 
registration of many of the recognised Eoiise-companies and reasons 
thereof have been discussed widely the basis -of inclusion of companies 
in different Rouses for the-purpose of arriving at House-wise asset 
figures is not widely known. This ■assumes importance because of another 
relatively unknown fact that a number of companies which are included in 
different Houses do not admit. dC 'among ■.themselves. ' This paper attempts 
to study this phenomenon through- case ^studies of the two largest 
®Houses% Birlas and Tatas,, and by' citing important cases belonging to 
some other Houses. This' 'is . done ■mainly on the basis of studying the 
year-wise registrations,' ''suppo-rted .by 'the , -limited information available 
in the MBTP Commission's reports and Orders issued under the Act. An 
examination of the de-registrations under the Act has also been taken up 
at the end. The present exercise is'cxpec ted not only to help in a 
better understanding of the, administration of the Act in the light of 
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which it was amended iti. 1984 but also to understand the implications, of 
the propc;:>eG hike in the asset limit from' Rs. 20 crores to Rs* 100 
crores for registration under the Act* 

The Background 

' ; ' ■ In view, of the, important place of the Act i.ri Indian economic 
li-gisiation,^ its ■ functioning has ■ been studied by a number of scholars 
and of ficiai ■ commi trees w'hich helped in bringing out the various 
shortcomings in the administration of the Act*"^ One of the main points 
of criticism has been that of large scale non-registration of companies 
wfiich are believed to be constituents of different industrial Houses. 
It was initially expected that all companies included in the twenty 
Larger Industrial Houses(LIEs) by the ILPIC would automatically get 
registered themselves under the Act as the Rs. 20 crore asset limit 
adopted for purposes of the MRTP Act was much smaller than the ILPlC’s 
limit of Rs. 35 crores for LIHs.^ However, this was not to be* For 
instance, as many as 512 companies Identified by the ILPIC as belonging 
to the twenty LIHs were found to have not registered themselves under 
the MRTP Act.'^ 

Abol itlon cf the managing agency system coupled with the loopholes 
in the criteria - leaving the investment companies outside the scope of 
’undertakings' was aa important limitaticr; - and the absence of an 
enforcing authority has resulted in many companies remaining outside 
the scope of the Act. Besides, many multinational companies could avoid 
registration under the Act as the criteria could not take note of ICs 
outside India. This is only logical because registration under the 
Act not only entails them to get additional clearances under a number of 
circumstances like effecting expansion, establishment of new 
undertakings, taking over or amalgamating other undertakings but their 
area of further expansion also gets confined to what are now referred to 
as Appendix I industries. The Act has been amended a number of times, 
the most recent one being in June 1984. The Sigh Powered Expert 
Committee on Companies and MRTP Axts (Sachar Committee), which submitted 
its report to the Government in 1978, had suggested a number of 
important changes in the criteria for IC which became the basis for the 
amendment of the Act in 1984.^ 
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In spite of it s limitations, the Act is held in disfavour by the 
private sector. The main note of discordance ie in terms of the 
licensing policy applicable to the METP Act covered companies. Over a 
period of time, a number cf relaxations have been allowed in this 
respect, particularly when the respective companies agr^ee to export a 
substantial portion of the increased output or to set up their 
manufacturing unit.s in notified backward areas. There have also been 
pleas for increasing the asset limit for registering under the Act for a 
long time. In their report submitted to the Janata Government a group 
of industrialists had asked to increase the limit from Rs. 20 crores to 
Rs. 45 crores.^ The Sachar Committee, however, did not find it 
necessary to change the limit at that time. Raj Krishi?a had suggested 
Rs. 100 crores as the limit in 1979.^ Paranjape also felt that there 
was a case for increasing the asset limit due to the increase in the 
price level. Ee suggested a limit of E.s. 50 crores in the case of 
aggregate concentration and Rs. 5 crores in the case of dominant 
undertakingjS. This, he expected, would facilitate in not only taking a 
closer look at the proposals of undertakings representing significantly 
large concentrations of economic power but also in quicker disposal of 
these applications as well as in studying ICs of such undertakings 
which had largely been neglected hitherto.^® Recently, the Bharat Ram 
Committee had asked for a Rs. 100 crores limit. 

The finance minister in his budget speech had announced the 
Government's intention to increase the asset limit for registration 
under the MP».TP Act from Rs. 20 crores to Rs. 100 crores in order to 
reflect the considerable increase in the cost and economic size of the 
projects since its enactment in 1969. A view credited to the Karasimham 
Committee was that it was unfair to keep the smaller of the industrial 
Houses in the same bracket along with the truly large ones like the 
Tatas and the Birlas whose assets exceed Rs. 2000 crores. Various 
estimates have been made to find the likely beneficiaries of the 
proposed asset limit. While one estimate put the number of beneficiary 
large Rouses at 49, the other finds that 60 Houses would take advantage 
of the enhanced limit. These expectations are based mainly on the. 
House-wise asset data presented in the Parliament, adjusted for growth 
during the past couple of years. The basic assumption underlying these 
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predictions is that only industrial houses with less than Rs. 100 crores 
of assets would beneiit from the proposed hike. Fowever, an examination 
of tht. operation of the registration system under the Act suggests that 
this sharp increase would beneiit a larger number: of Bouses 'irrespective 
of their present reported assets. A study attributed to the Department 
of Company Affairs estimated that the number of . Houses under the MB.TE 
Act would drastically come down from 184 to 58 and only about 800 

to'' 

companies wotiXd remain under the ambit, of the Act* 

Inter-connections and lepstrationg ufldtir the MCt 

, Probably i\ot many know that registrations under the MRTP Act are 
done not as constituents of a particular Industrial 'House', but as 
those IC with a particular company or a group of companies - 'Group of 
inter-connected Undertakings' (GICU). Registration of companies 
attracting the provisions of the Act is done under Section 26 of Act 
based on the criteria provided in Section 20. The basis for determining 
IC is provided in Section 2(g) of the Act. The main criteria for 
establishing IC between two companies Is that one of the companies holds 
not less than one-third of the equity shares in the other or controls 
the composition of not less tiian one-third of the total membership of 
the Board of directors of the other. The 1984 amendment to the Act 
reduced the requirement of one-third equity/ control over Board to one- 
fourth. Sub-section 20(a) of the Act deals with cases of concentration 
of economic power, while 20(b) deals with product monopolies. At 
present, a company need to get itself registered under the Act, if (i) 
it has assets of Rs. 20 crores or more by itself or (ii) it controls 
along with its IC undertakings assets of Rs. 20 crores or more. 
Similarly, undertakings which (i) either by themselves, or (ii) along 
with their IC undertakings, possess not less than one-fourth^^ share in 
the production or supply of goods of any description and also have 
assets of at least Es. one crore would attract the provisions of Section 
20(b). A company can be registered under more than one Section of the 
Act depending upon the provisions applicable to it. The following 
explanations make this point clearer. 
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3ection(s) under ' Implication, 

which covered 


20a(l) 

2Ca(ii) 


20a(i)(ii) 


20b(i) 


20b(ii) 


20a(i)b(i) 


Single large under taking- The company^ has: assets o£ 
Rs. 20 'Cror.es or more an.,::' it dO'Cs not accept intet'- 
ccnnecti'on with .any other company* ■■ 

Inter-connected .undertaking: The' company has assets 
of less than Rs. 20 crores but is inter connected 
with another company having . mors than Rs*' ,20'..c,rores, 
assets or, the group of inter connected undertakings,' 
to 'W.hich the company belongs has assets, of .mote'; than 
Rs* 20 crores (none of them may individually 'posses 
assets .of Rs* 20 crores)* 

Large undertaking having inter eomnected 
undertakings-: The company has assets of Rs* 20 

crores and above* It is also inter-connected with 
at least one undertaking* 

Dominant undertaking: Has a market share of one- 
fourth or more in the production or distribution of 
a product or a service and also has assets of not 
less - than Rs* 1 cror,e. It does not 'admit inter- 
connection with any other undertaking in terms of 
20a(ii)* . 

Inter-connected dominant undertaking-: .The-:, Co-m,pany' 
along with- it ■inter-connected und'ertakings control's 
at lea.st one-fourth market share nf ' ,.g-'o-od-s--'.,.''''Or 
services of a particular discription and their 
combined assets amount to., not less ,- than Rs*. crore,*. 

Single large undertaking which is also dominant 
company has assets of not less than Rs* 20 crores 
and a share of at least one-fourth in a particular 
product line. 


Information on registrations and cancellations under Section 26 of 
the MRTP Act is being reported regularly since the mid-seventies in the 
Company News &. Notes, a journal of the Department of Company Affairs* 
It reports the , date of registration and the Sectlon('s) ' under which a 
company was registered. The latest information in published form is 
available in the: September 1984 issue of the journal which gives the 
r egis trations and cancell at io-ns' made- during,- Apr il.- .June ,-1.9b'.4:*-. 
Information -on the names of ' IC" undertakings, which would " have - been very-, 
useful, however, is not provided in the journal. Some information on 
individual ICs, however, can be gleaned from the Reports of the MRTF 
.:, Commission prepared in 'ConnectiGn-'wlth the applications referred to them 
by the Government and the Orders of the Government on the applications 
of individual companies* The- journal has for some time also been 
reproducing replies to important questions asked in the Parliament 
relating to Companies and METP.Acts*' From the journal we, .co^uld, get the 
lists of undertakings registered under the Act as at the. end pf 1975 and 
1976.^5 
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Though the registratioiis are not done on the basis of House, the 
PariiaTaent is occassionally provided data on the composition and 
strength of different industrial Houses ,.;whose undertakings are 
registered under the MkTP Act, at the request of the members. Such a 
House-wise list of undertakings as at the end of 1978 is reproduced in 
the Company lews & Notes.^^ Besides, the Corporate Information System 
of the Indian Institute of Public Administration has a House-wise list 
of. undertakings registered under the Act as on 3G.6.1978 and an 
alphabetical list of such undertakinga for the year 1979(1979' 
Alphabetical List) which were obtained from the Department of Company 
Affairs. For the sake of convenience we shall refer to these House-wise 
lists in the following as the June 1978 and December 1978 Lists. The 
latest year for which we could obtain House-wise picture, though only 
for 10 Houses, is 1981. House-wise aggregate asset figures for the 
year 1982 were reported in the Parliament in February 1984 (hereafter 
referred to as 1982 House-wise Assets List).^® This list is useful in 
knowing the names of Industrial Houses falling under the purview of the 
MB.TP Act as at the end of 1982. 

On the basis of the 1981 House-wise List we make, in. the following, 
a detailed analysis of the reported registrations under the MB.TP Act of 
companies 'belonging' to the two largest Houses namely, the Tatas and 
the Birlas.^^ It should be clearly understood that the following 
analysis of the two Houses is mainly confined to the undertakings 
registered as on December 31, 1981, thus excluding the ones de- 

registered after Initial registration, whatever might be the reason 
(e.g. nationalisation, amalgamation, changes in inter-connection, etc.). 
Eoweve-r, to a limited extent, information on past registrations and 
cancellations is also made use of. Dates of registration of the 
companies in these two Houses and the sections under which they have 
been registered is determined on the basis of the 1979 Alphabetical List 
and the reported registrations in the Company News & Jfotes. In case of 
some companies which have been registered for a long time, there may 
have been changes in the applicability of the provisions of Section 20 
of the Act after initial registration. The 1979 Alphabetical List 
^;u|fdr|uhaie||;:dpes:;:not:/bohtain;; any7informa.bioh':in this^'::regard.::;:'7 
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The Tata Eoijse 

Treble 1 shows the constituents of the Tata House arranged 
according 'to the date of registration:,, alons with che ' Sectioii(s) ' under 
which they are registered and tbc*ir assets in 198i« ' It is also 
indicated whether a particular company was included in the House ,of 
Tatas by the ILPIC. It ban be seen that out of the 13 eom.panies: 
registered in I 97 O 5 the first year of the eniorcement of the Act, Tata 
Chemicals,, voltas^ TISCC and TELCO were registered as single" iatge 
under takings 5 thereby implying that they did not accept IC with 'any' 
other undertaking- Koweverj the presence of Steel City Press, .a" 
subsidiary of TI8C0 at that time suggests that' TISCO' must have' applied^' 
for registration as an a(l) company initially, with the subsidiary 
following suit as an a(ii) undertaking. This view gets strengthened 'by-; 
the fact that Voltas was registered as an a(l) company in 1570,^ and'^ 
Voltas International, which became its subsidiary in , 1978, got '■ itself 
registered in 1979 as an a(ii.) company. Technically speaking, ' the 
registration of Voltas must have then been changed from a(i) to a(i)(ii) 
after the registration of Voltas International, as the latter would at 
least be IC with Voltas, if not any other. 

It can also be expected that the three power companies namely, Tata* 
Power, Ardhra Valley and Tata Hydro Electric, which were registered as 
a(i)i^ii) companies must have done so because individually they had 
assets of more than Rs. 20 crores and had also accepted IC among 
themselves.'^^ The investment portfolio of TISCO in 1970-71 suggests 
that Cyanides & Pigments, Belpahar Refractories (now its subsidiaries), 
Tata SdL Sales, Tata Yodogawa and Indian Tube Co.( registered in 1971) in 
which TISCO had more than one-third share at that time might have 
accepted their IC with TISCO. Though enough detail's':,are,.no.t' .available:;:: 
about the IC of Stewarts & Lloyds, it might have accepted its IC with 
TISCO.' Tata Robins Fraser- must ■ also have accepted IC with.. .Tl.SC0v;since: „ 
the .latter, bes.„ldes', b.eing its'. promoter :al,so holds substantial equity 
..s.hahes" in:-it.;,,-, ;,ln.;de:ed;, ^ •Parl.'iament was inf ormed’-in 1979 that the 
TISCO' 'Group consisted of 9 companies viz., TISCO, Belpahar Refractories, 
Cyanides & Pigments, Indian, Tube Co., Steel City Press, Stewarts & 
Lloyds, Tata Robins Fraser, Tata S&L Sales and Tata Yodogawa. This 
leaves Tata Chemicals, Voltas and TELCO all of which are registered as 
aCi)::‘nndert:aklngs.w ' 
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liable 1 : Compc^itioia of the Tata House// 
(as on 31.12.1981) 


S Itame of the Company 
No 

1. Stewarts & Lloyds of (I) 

2. Tata Power* 

3. Cyanides & Pigments* 

4. Tata Hydro Electric Power* 

5. Tata S&L Sales* 

6. Steel City Press 

7. Voltas* 

8. Andhra Valley Power* 

9. Tata Yodogawa 

10. Belpahar Refractories* 

11. TataIron& Steel Co.(TISCO)* 

12. Tata Chanicals* 

13. Tata Bigg. & Locomotive Co. 

14v Indian Tube Cp.* 

15. Tata Oil Mills Co.(T(BC0)* 

16. International Fisheries* 

17. Lakme* 

18. Tata Robins Fraser* 

19. Forbes Forbes Campbcll*(FORBES) 

20. Indian Vegetable products* 

21. Industrial Perfumes* 

22. Perfect Extrusions 

23. Svadeshi Mills Co.* 

24. Ahmedabad Advance Mills* 

25. Coromandel Garments* 

26. Central India Spg.* 

27. Associated Bearing® 

28. Tata Sons* . 

29. Shourie Duplicators . 

30. Scefko India Bearing 
31; Tata Diiworth (firm) 

32. Indian Hotels Co.* 

33. Forbes Shipping* 

34. Fky Distillery' Inds. 

35. Sarada Latham Business Mach. 


Parent Covered Date of Assets 

Company der Section Reg. (Es. cr) 


a(ii) 
a( i)(ii) 

TISC0{now) a(ii) 

a(i)(ii) 
a( ii) 

TlSCOCformer) a(ii} 
a(i'‘ 

avi)(ii) 

a(ii) 

HSCO(now) a(ii) 

Sikci) 

a(i) 


TCMCO 

TOMCO 


FORBES 


SvadesbJL 


FORBES 

FORBES 

FORBES 


36. Tata Burroughs 

37. Tata Exports 

38. Voltas International 


a(i)(ii) 

afi)(ii) 

a(ii) 

a(ii) 

afii) 
a(ii) 
a{ii j 


afi)(ii) 

a(ii) 

aiii) 

a(ii) 


Voltas 


a(ii) 

a(ii) 

a(ii) 

a(ii) 

a(il) 

a(ii) 

aCii) 


39. Crescent Iron & Steel Corp. Voltas 

40. Wandleside National Conductors Voltas 


19.10.70 

19.10.70 

20.10.70 

20.10.70 

22.10.70 

23.10.70 
23.10-70 

24.10.70 

26.10.70 

27.10.70 

30.10.70 

11.11.70 

14.11.70 

12. 1.71 

21. 2.73 
2. 3.73 
2. 3.73 

7. 3.74 

16. 4.74 
24. 7.74 

28. 2.75 

17. 7.75 

19.10.76 

21.10.76 

21.10.76 

25.10.76 

19'. 2.77 
11. 3.77 

13. 4.77 
28. 9.77 

17.12.77 

17. 3.78 
5. 7.78 
10. 7.78 

25.11.78 

30. 5.79 

31. 5.79 
31. 8.79 

26. 9.80 
26. 9.80 


12.30 

106.63 

0.35 

43.81 

0.07 

0.12 

128.17 

60.97 

8.48 

22.67 

467.85 

88.02 

459.81 

59.66 

77.48 

0.14 

5.25 

17.09 

11.69 

9.64 


16.45 

28.73 

2.04 

20.75 

39.56 

30.58 

0.54 

4.94 

N. A. 

28.11 

O. 79 
1.15 
0.20 

7.09 

71.90 

0.25 


# House composition and asset data are based on the reply to the Unstarred 
Question No. 10 provided in the Rajya Sabha on July 25, 1983. Date of 
registration and the section(s) under wnich a company is covered are based on 
the 1979 Alphabetical List of Undertakings registered under the MRTP Act 
(available with the Corporate Information System, IIPA) and various issues of 
Company News & Notes. Assets of Svadeshi Mills Co. and Shourie Duplicators 
are for 1980 and in all other cases they refer to 1981. 

* Indicates that the company was included in the Tata House by the ILPIC and @ 
Indicates that the company was shown as a 2^tier one of the same House. 
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Nearly two years after the registration of Indian Tube Companyj 
Tata Oil Mills Co*(10MC0) had got itself registered^ along with its two 
subsidiaries , International Fisheries and Lekme. , A possible explanation 
foi this again could be chat these three, companies' accepted- IC among 
ihemseives and they had to register as their combined assets crossed the' 
Es. 20 crores limit. TOMCD’s registration under the Sections -aCi) and 
a(ii) also means- .that TOMCO by itself had crossed , the ■■ E.sv '20. ..crores, 
limit-. This type of infere.nce becomes inevitable as all the' : three: were 
existing companies at the time of the ILPIC and all of- them. were 
included under the. House of Tata by th.e Committee, and it too-k them 
nearly two and a quarter year to reg.ister under the- -Act' after th^ 
registration of the first batch of 'Tata* companies- in. -1970. 
Industrial Perfumes might also have accepted its IC with TOMCO in 1975 
as the latter holds substantial share capital of it.. ^ 

Similarly, the four textile companies Svadeshi Mills, Ahmedabad 
Advance^ .Central India Spg. ■ and Coromandal Garments must ' have .accepted 
IC amongst themselves and hence got registered under a(ii), in 1976* 
Cnee again, it can be noticed that all the four companies were included 
in the Tata Rouse by the ILPIC and their registration had taken place 
six years after the Act came into force. Associated Bearing and Skefko 
India Bearing must also have got registered in 1977 as the former's 
assets exceeded the Rs. 20 crore limit and they accepted IC between 
themselves Forbes Forbes Campbell and, its, subsidiaries along .with' 
Indian Vegetable products (since taken over by the Allana Sons Group) 
and ..Shourie Duplicators (since ■ 'de-registered), are. ..likely to . .be ..another 
group , of , companies which ..accepted IC among. - themselves.'. ' ..Interes.tingi.y „ 
eno.ugh,-. the ' Government 'Obse-rved-- In 1.9/1 itsel,f that.. Forbes ' 'For be.a; 
Campbell was IC with Tata Sons Pvt. Ltd., Sassoon J. David & Co. Ltd. 
and Investment Corpn. of India Ltd. While Sassoon J. David and 
Investment Corpn. of India did not register themselves until June 1984 
:Cpo,s;slbly not being 'undertakings* as per the'MRTP 
Act), Tata Sons got registered itself in' 1977 i*e* nearly three -years 
after- the registration of- Forbes Forbes Campbell. Tata Sons ' was in fact 
::-.:sdr.ved':-';.:a-'':de.|aul,'.tT-n6tice''''':ih,---.Jahuary 
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Further evidence to the fact that a number of important Tata 

companies did not accept IC and the basis for such non-acceptance is 

available in the report of the MRTP Commission submitted to the 

Government (in December 1971) in connection with TELCO’s application for 

substantial expansion of its manufacturing capacity of commercial 

vehicles. In his dissenting report Prof. Paranjape stated, 

The company (TELCO) has unequivocally stated that it is not inter- 
connected with any other company in terms of the MRTP Act. A 
similar statement has been made by TISCO and many other Tata 
Companies to whom a questionnaire had been addressed by the 
Commission. The implication of these answers appears to be that 
while the inclusion of these companies as belonging to the larger 
House of Tatas might have been justified according to the criteria 
adopted by the Dutt Committee, the criteria laid down for defining 
the inter connected concerns under the MRTP Act are quite different 
and the .claim of the companies was and is that they are not Inter- 
connected in that sense, especially in view of the abolition of the 
managing agency system from April, 1970. (emphasis added).' 

At this point one would like to know the basis on which these 

companies "were included in the Tata House as they clearly appear to be 

forming smaller GICUs. A likely explanation is that the Government may 

still be broadly following the ILFIC’s classification. (It may be 

recalled that initially the Government accepted the Committee's 

classification and subjected the constituents of the Larger Industrial 

Rouses to stricter licensing provisions). Whenever fresh registrations 

take place, either those of ILPlC-identified companies or of those which 

are clearly IC with the already registered 'House' Companies, the 

Government may be including them in the 'House'. ^ In the case of new 

Houses, the procedure could be to name the House either on the basis of 

the prominent company in the GIGU with which most of the other companies 

are IC or after the controlling family, (e.g. Oswal Wollen Mills, 

I.M.F.A., Sawhney and B.D. Somani). 

However, the problem becomes more complicated if we go slightly 
beyond the above official list of Tata House Companies. Table 2 
contains a list of selected companies which got themselves registered 
under the Act during the post-lS79 period. They were selected because 
all of them are related to the Tata House in some manner or other. It 
may be mentioned that the Parliament was informed on March 15, 1982 that 
registrations of two companies belonging to the Tata House took place 
during the period January 1980 to December 1981.2^ Since the first two 
companies namely Crescent Iron & Steel and Wandleside National 
Conductors, both subsidiaries of Voltas, also appear in Table 1, one 
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Table 2: : Sd„ected Tata. Bouse Kela.ted, Cbmpatiies tegistered 

Under the MRTP Act after 1979 


£ m 

Name of the Company 

I: a rent 
Company 

Covered under 
Section(s) 

Date of 
Registration 

i. 

Crescent Iron & Steel Corp. 

Voltas 

a(ii) 

26. 9.80 

2. 

Wandleside National Cond. 

Volt as 

aCii)' 

26. 9.80 

o # 

Gokak Patel Vollcart 


a^ ir) 

22. 6.81 


Fatel Cotton Co* 

Gokak 

a(ii) 

S. 7.81 

5# 

John Fleming & Co* 

Gokak 

a(ii) 

28. 8.81 

6. 

Chanda Paints (Madras) 

Goodlass 

a(ii) 

31.12.81 

7. 

Goodlass Serolac Faints* 


a(ii) 

31M2.81 

8. 

Saurashtra Paints 

Goodlass 

a(ii) 

31.12.81 

9. 

Tata Press* 


a(ii) 

15.2.82 

10. 

Eureka Forbes 

FOHBES 

a(ii) 

4. 5.82 

11. 

Tata Projects 


a(ii) 

28. 5.82 

12. 

A P Industrial Components 

FORBES 

a(ii) 

20. 4.83 

13. 

Tata KLockner Industrial 


a(ii) 

1. 3.84 

14. 

Excel Industries@ 


a(i) 

27. 4.84 


Source: These are selected from the lists of undertakings , registered 
under Section 26 of the MRTP Act published in various issues of 
Company Hews and Motes# Date of registration and 'section(s) 
under which covered are also taken from the journal# 

Indicates that the company was included in tho Tata House by the 
ILPIC (@ indicates a 2-tisr company)* 
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would expect, that the reply, was referring to these two companies only. 
Of the six companies shown-: in the table as registered during 1981, Gokak 
Patel and Goodlass Nerolac have two subsidiaries each. It may be noted 
that Goodias«s Kerolac was included in the Tata House by the ILPIC. Gokak 
Patel Voikart was formed through the amalgamation of Gokak Mills 
(classified as a Tata Company by the ILPIG) and Patel Voikart Ltd. Why 
was it then that only two additions were shown against the Tata House 
for the period Jan. 1980 - Dec. 1981? The answer can be found in the 
reply to another question in the Parliament which gave the 1982 House- 
wise Asset List. 'Gokak Patel' was one of the reported Houses with 
assets of Rs. 31.38 chores. It seems unlikely that Goodlass Herolac was 
included in the Gokak Patel House because its addition would have taken 
the assets of Gokak Patel much beyond Ks. 31 crores. Assets of Gokak 

Patel Voikart Ltd. and Goodlass Nerolac Paints Ltd. were Rs. 27.30 

.... 29 ' 

crores and Rs. 19.38 crores respectively as on 31.12.1981. 

Then where were Goodlass Nerolac and its subsidiaries placed? The 
1982 list of Houses does not contain any 'Goodlass Nerolac' riouse. 
Interestingly enough,, one finds from the reply in the Parliament given 
on March 15i 198-2, referred to above, that 4 undertakings were 

registered as. part oi. the 'Gillanders Arbuthnot' House. From the default 
notices served on the companies for not registering under the MSTP Act, 
one finds that companies like Eyre Smelting, Gillanders Arbuthnot, 
Goodlass Nerolac, Indian Woodcraft, Jutlibari Tea, Tengpani Tea - the 
last two mentioned are subsidiaries of Gillanders Arbuthnot & Co. - have 
been asked to register under the MRTP Act as part of the 'Gillanders 
Arbuthnot' House. On an examination of the registration lists for the 
period January 198G to December 1981, it was found that besides Goodlass 
Nerolac and its two subsidiaries only Eyre Smelting was registered under 
the Act. Thus it can be inferred that the reply of March 15, 1982 was 
treating these 4 companies as part of the Gillanders Arbuthnot House. 
However, a few relevant facts need to be mentioned here: 

(i) neither Gillanders Arbuthnot & Co, nor its subsidiaries hold any 
equity shares in Goodlass Nerolacj 

. (ii) Eyre Smelting and Goolass Nerolac along with Waldies Ltd. (which 
has since become a subsidiary of Gillanders Anbuthnot) have been 
associates of Lead Industries Group Ltd. 

(ili) Waldies has been registered under the Act since 21.10.1970 as a 
b(i) (dominant) undertaking; 
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viv) Gillaiiders Arbuthnot itself Is .currently not' registered . under 

thi: Act; " ■ ■■ , ■ 

(v> ioieigii equitj in Gillanders Ar.buthnot is held by Ogilvy 
Gillander s & ' Co. Ltd., U.K. (Ive-have not been able to find' any 
. relationship between Giilanders Arbutiinot and Ogilvy Gillanders 
OB, one hand and Lead IndustrleG Group and Goodiass Merolac on the. 
other 5 except that w'aldie-s> -an affiliate of Lead industries Group 
has recently become a subsidiary of Giilanders'' Arb'tt'thnot*’ ■ 
Surp.ri.singly . we have not, been able to find Ogilv 35 «Gil,laii<iers &■ 
Co. Ltd. in the relevant volumes of Mho Owns ' 

(vl) (a) Giilanders Arbuthnot was asked by the 'Government in 1977 to ' 
register under the HETP Act on the gro'unds that the' com-pany^S; 
assets together with those of the IC underta'kings exceeded , H,s.. 20- 
crores but the 'Directors, of the company explained in their report 
to the' shareholders that "in considering t'he inter-*-connections, : 
the ^Government had included in their list of undertakings, 'a 
number of cc^mpanies with which this company admit no inter- 
connections* tnerefcre, this view could, not be accepted and 'the 
Goyerniiient were advised ■ accordingly*’; and (b) the company filed a . 
writ petition in the Delhi Eigh Court and in terms 'of the order , ^ 
of the High Court issued in October l'&82 the ’’company is not-, o' 
registrable under the M.R.T.P* Act*'*;'^'^ 

(vii) Goodiass Kerolac was' identified as a Tata company by the, ILP.IC 
while Giilanders Arbuthnot x^as showm as a company belonging- 'to 
the Giilanders Arbuthnot Group; 

(viii) Cokal Patel V'olkart which holds 25.33%. of equity capital of the"., 
company (the Directors of the company make a special mention of 
the fact in their report to the- shareholders)- is the second 
largest shareholder of Goodiass- Nerolac after the Lead Industries 
Group; 

(ix) Inves.tment Corpn. of India and a few^ subsidiaries of -Forbes 
Forbes Campbell hold substantial number of shares of Goodiass 
Nerolac.; and - . 

(x) (a) there has been interlocking of Directorships between Gokak- 
Patel, Goodiass Nerolac and Forbes Forbes Campoeli; (b) in 1981 
al] the three had a common Chairman and after the death of the 
incumbant Chairman, these companies had once a^ain opted for a 
common Chairman; and (c) all the three companies had changed 
their respective accounting years from Jan-Bec. to Juiy-June 
after the presentation of the 1981 /mnual Reports. 


It becomes- clear from the above that .Goodiass .Nerolac has been 
closer to Cokak Patel rather than Giilanders Arbuthnot 6: Go. Placing it 
in the -'Gillaiiders , Group .apears to":be -s'omewhat , strange particularly' ■.since, 
the 'main company. , of .which', itself is 'not registered , under ''"the-" Act. - ■ 'If . -Is". 
surprising to find that while in. a number of cases, the non-resident 
equity was not given much weightage in determining ICs and House 
affi'.liations,'..:' in this case ■ so much-. 'emphasis' appears to have been given 
to it. ...'. F.or ,in''sta',n.c.e-.,,..,-Ho.e,chs ,'Dyea.and Eoechsf Fharmaceauticals, both' 
.affii,i,ates ''..of' ';Ho:ech-st, ' have ,■'■ 'been placed under different Houses 
namely, Mafatlal and United Breweries respectively. Similarly, two 
Indian affiliates of Hawker Siddley-. Group , Ltd. U.K. ' viz. . Crompton 
Greaves And ' Kirloskar Electric, Co., ■ are, being treated as constituents, of, 
Thapar' and Kirloskar Houses -respectively. 
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The Birla House 

•We shall now analyse briefly the registrations of companies 

reported to be belonging to the Birla House. As in the case of Tata 

House, later registrations tell an interesting story in the case of 

Faria House also. The ILPTG had identified as many as 203 companies as 

constituents of the Birla House. A further 73 were termed as its 

second-tier companies. I-Iowever, it can be seen from Table 3 that till 

the end of 1971, only 28 companies were registered. In the next tv/o 

years another 11 companies got registered. Out of the 28 companies 

registered till 1971 as many as 12 were subsidiaries of other companies. 

Thus simple ilC of parent-subsidiary relationship can be established 

between the 12 subsidiaries and their 7 respective parent companies."^ 

One company, namely Hyderabad Asbestos Cement has been registered as an 

a(i)b(i) undertaking.^^ ¥hile National Engg. Industries is shown in the 

Table as an a(ii)b(ii) undertaking it was initilly registered as a b(i) 

undertaking, only.^^ Zuari Agro Chemicals, a company promoted by Birla 

Gwalior in collaboration with Armour & Co. USA, in 1967, was registered 

'^'7 

as a single large undertaking in 1971."^ One can notice clearly that 
registration of the ItFIC-identif led companies was continuing into the 
^eighties. Some of the well known Birla companies which took a long 
time to, register' under ■the„:Act 'Include ' Jayshree Tea; and ".Bharat Commerce 
Si Industries both of which got registered in 1.978 as single large 
undertakings* 

A study of the MRTP Commission's reports on HINDALCO and other 

Birla companies clearly brings out the difficulty in making the 

companies of the Birla House accept ICs* For instance, the report on 

lilMDALCC reveals that companies like HIMDALGO, Kesoram Industries, and 

Gwalior Rayon had not admitted -IC inter se or with any other companies 

excepting their own subsidiaries in terms of Section 2(g) of the MRTP 

Act* However, after a 'long delay in the clearance of its proposal, 

HINDALCO amended its application. According to the Commission's Report 

in the revised application 'Submitted to the Government it was -stated 

that ‘ . 

t.* considering the provisions of the law - the applicant company is 
not interconnected with any' company'' except those mentioned 'in its 
original application. 'However,- putelj with a view of facilitating 
and- expediting- the disposal of, .'the application, the applicant-* 
agrees for the limited purpose, of the disposal of the present 
application, that it may. be assumed .that ''then-#pplicaiit company is 
inter-^connected with the follow-ing ."companies'': 
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Table 3 : (kiroixisition. of the Birla Bouse# 


- . (As ( 

on 31.12.1981) 




S of the CfcrapaBy 

Parent 

Covered 

Bats of ■. 

i.ssets 


Company 

der Section 

Reg.. 

(Rs. cr- 

1. Binar Mloy. Steels'"^ 


a(i)(ii) 

26. 9.70 

43.43 

2. Birla Jute Mfg.* 


a(i)(ii) 

19.10.70 

75.84 

3. AssaEi Jute Supply*' 

Birla Jute 

a(ii) 

.20.10.70 

0.39 

4. Orient Paper & Inds.* 


a(i)(ii) 

20.10.70 

56.88 

5. Orient General Inds.'- 

Orient Paper 

a(ii) 

21.10.70 

21.42 

6» B^nusagar Power’^- 

HINDALCC 

a(i)(li) 

22.10.70 

126.32 

7. Kesoram Inds. & Cotton MHIIs* 


a(i)(ii) 

22.10.70 

55.58 

8# Hindustan Motors Corp/*'* 

Bind. Motors 

a(ii) 

23- 10. 70 

0.58 

5. Uteco* 

Hind. Nfotors 

a(ii) 

23.10.70 

' negl # 

10# Bharat General & Textile 

Kesoram 

a(ii) 

24.10.70 

12.84 

11. Gwalior Rayon* 


a(i)(il)b(i)24. 10.70 

202.90 

12. Kational Engg. Inds.* 


a(ii)b(ii) 

24.10.70 

30.34 

13. Express Dairy* 


a(li) 

26.10.70 

0.28 

14. Kerala Spinners 

Gwalior Rayon a(ii) 

27.10.70 

4,19 

15. Century Spg. & Mfg.* 


a(l)(ii) 

27.10.70 

150.59 

16# lEndastan Heavy Chemicals'^ 

Kesoram 

a(ii) 

27.10.70 

3.68 

17# India LinoleiMs^* 

Birla Jute 

a(ii) 

28.10.70 

6.32 

IS. Ifotolite* 

Orient Paper 

a(ii) 

28.10.70 

0.01 

IS. Hindustan Motors* 


a(i)(ii)b{i)30.10.70 

102.36 

20. India Steamship* 


a(i)(ii) 

6.11.70 

114.48 

21. Air Conditioning Corp.* 

Orient Paper 

a(ii) 

11.11.70 

6.26 

22. Hyderabad Asbestos Cement* 


ad)b(i) 

12.11.70 

39.51 

23. Eastern fipg. Mills & Inds. 


a(ii) 

14.11.70 

9.99 

24. Taylor Instrument Co. India* 


a<ii) 

7.12.70 

9.01 

25. Jiyajeerao Cotton* 


aii)(i±) 

7.12.70 

46.38 

26. Salt & Allied Inds.* 

Jiyajeerao 

a(ii) 

7.12.70 

0.34 

27. Zuari Agro Chemicals 


a(i) 

29. 3.71 

74-72 

28. Hindustan Aluminium Corp.* 


a(i)(ii)b(i)16, 4.71 

201.72 

29. I'idtional Rolling & Steel Ropes 


a(ii) 

11. 1.72 

1-88 

30. Indian Elastics* 


a(ii) 

27. 4.72 

4.83 

31. Texmaco* 


a(i)(ii) 

5. 8.72 

42.26 

32. laonel Edwards* 


a(ii) 

13.10.72 

0.94 

33. Usha Investment Corp.* 


a(ii) 

13.10.72 

0.02 

34. Newspapers* 


a(i.i) 

13.10.72 

0.16 

35. Shobhana Traders* 


a(il) 

13.10.72 

0.15 

36. Padmavati Raje Cotton* 


a(ii) 

28.12.72 

1.44 

37. Aditya Investments Pvt.* 


a(ii) 

2. 2.73 

0.11 

38. Hindustan Wire & Metal Pdts. 


a(ii) 

29. 5.73 

0.05 

39. Bally Jute* 


a(ii) 

27. 9.73 

7.82 

40. Ratnai<ar Shipping* 


ad) hi) 

11.10.73 

46.00 
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S Ifeme of the Company Parent 

Ifo Company 

Covered Un- Date of 
der Section Reg. 

Assets 
(Rs. cr) 

41. Sutlej Cotton Mills* 

a(ii) 

4. 1.74 

18.04 

42. Mnerals & Minerals* HIHDALGO 

a(ii) 

11. 4.74 

0.50 

43. Associated Industrial Devt. Co. 

a(ii) 

6.74 

0.27 

44. Hercules Tdg. Corp. 

a(ii) 

4. 6.74 

0.46 

45. Chill idary Tea* 

a(ii) 

9. 7.74 

1.07 

46* , Bering . Co *( Jaipur)^ l^tvl *Engg 

•Ind a(ii)b(ii) 

24. 7.74 

0.50 

47. Mysore Cements* 

a(ii) 

3. 8.74 

35.04 

48 « Punjab Ginning & Pressing* 

a(ii) 

25. 9.74 

0.69 

49.. Bengal Stores* 

a(ii) 

23.11.74 

0«16 

50* Indian tockwol* 

a(ii) 

5. 2.75 

0.09 

51. Jaipur Finance & Dairy Products 

a(ii) 

29. 3.75 

0.11 

52. Kameshvjara Jute Mills* 

a(ii) 

31. 3.75 

3.13 

53. Indian Shipping Co.* 

a(ii) 

31. 3.75 

0.13 

54. New Swadeshi Mills of Ahmedabad* 

a(li) 

5. 5.75 

14.13 

55. Eastern Economist* 

a(ii) 

6. 8.75 

0.04 

56. Rajasthan Inds.* 

a(ii) 

23-12.75 

0.94 

57. General Marketing & Mfg. 

a(ii) 

25. 5.76 

4.43 

56. Wood Craft Products* 

a(ii) 

4. 5.77 

7.45 

59. Bharat Commerce & Inds.* 

a(i) 

2. 1.78 

30.85 

60. Jayshree Tea & Inds.* j 

a(i) 

10. 3.78 

42.61 

61. Modem India Construction® 

a(ii) 

11. 6.79 

3.36 

62. Oriental Machinery & Civil Const. 

a(ii) 

11. 5.81 

1.02 

63. Uaiversal Cables* 

a(ii) 

3. 9.81 

24.70 


# House composition and asset data are based on the reply to the Uhstarred 
Question No. 10 provided in the Rajya Sab ha on July 25, 1983. Date of 
registration and the section(s) under which a company is covered are based on 
the 1979 Alphabetical List of Undertakings registered under the MRTP Act 
(available with the Corporate Information System, IIPA) and various issues of 
Company Mews & Nates. Assets of Express Dairy, Hindustan Wire & Metal, Indian 
Elastics, Indian Rockwool and Texmaco are for 1980 and in all other cases 
they refer to 1981. 

* Indicates that the company was included in the Birla House by the ILPIC and @ 
indicates that the company was shown as a 2-tier one. 


228 


bimilar ameii,dme'ii.t s wereialso made, by B.irla Jutey Kesoraii Itidustries, 

GvaiiOL ysytii c^.nd Cantury Spimiing in their appl ica tio'n.s* ■: .Wheti' the 

Commissxon wrote to the -compaiiies .ic in. such a •m-anner, to ascertaiB 

views on_^the IC no company eycevt Z'uari Agro denied the ass-umptiom of , 

IC or raised any cb jectiun*'^^^ It. may be noted that before deciding:. 

the proposals of the" above mentioned, companies, the Commissioii had,,; 

entrusted the task of studying I€ of selected birla compa.nies^ to' the ' 

Director cf Investigation. (His report was annexed to the ' Commission's :• 

r epor t,\,on the application of Kesoram Industries). The v Director of 

Investigation irrhis' report felt it pertinent to mention that ' ' 

... ..even, a limited s'tudy of 12 selected companies-, has rev€*,ale.d ' 
inter-connection- amongst 72 Birla Group of CoiDpanies,:aiid as ' such if 
a full scale study is undertaken/ it may be passible to .establish' ■ 
i-nter— connection amongst a very large nuaiber of Birfa'"Group of 
Companies. 

The Commission^ however, decided not to proceed further in the 
matter of IG as it was satisfied that the type of amendment made by the 
applicant companies was sufficient for the purpose of disposing of their 
applications.*^^ It seems that the Government did not meet with much 
success in,/ getting at , least all the companies which ' accepted ' 1C in , the; 
above stated manner. Companies like Birla Cotton, Biria Bombay, . Birla 
Brothers, and Birla Consultants which did not reject IC are yet to 
regi.st.er unoer ,, the Act,, In spite- of default notices being- se.rved on 
Another such company, namely, Sirpur Paper Mills had got itself 
registexed ,,in 1982 as an a(,i) ■ undertaking. 

In the case of ,' Eirl.a ‘House also it was, re,ported , that ,: two,: more, 
companies had got registered during January 1980 to December 1981.'^'" 
However, from Table 4 it can be observed that during this period 4 
companies got reg.x,stered, which ,, can.. ;he 'traced' to' the "Birla 'House* -''.Since'".' 
Oriental Machinery and Universal Cables also appear in Table 3 we can 
..assume.,-^ that the- reference was '.to., these two' companies only* T.h.e,' 0 „th.er 
two, which were registered as., single '.large; undertakings are again known 
to be Birla companies and^. both were included in the Biria House by the 
ILPIC. Then why were they not included in^ the Hirla House in the reply 
relating to the 1981 assets position of Birla Companies? Was it because 
they have been registered as a(i)' undertakings? In that case why were 
the other a(i) companies like Z'uari'Agro Chemicals , Hyderabad Asbestos 
Cement and Jaysbree Tea shown as belonging to the House? 
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Table 4 : Sheeted Birla House Belated Ccsnpaxiies Registered 
Bader the MRTP Act Durii^ the Post-1979 Iteriod 


s" m: 

ifeme .of the tompany 

Parent 

Company 

Covered Un- Date of 
der Section Registration 

1. 

Centtiry Enka* 


aCi) 

24.12.80 

2. 

Zenith Steel Pipes & Inds’*^ 


a(i) 

6. 3.81 

3. 

Oriental Mach. & Civil Const. 


a(ii) 

11. 5.81 

4* 

Itniversal Cables* 


a(ii) 

3. 9.81 

5. 

Sirpur Paper Mills Ltd.* 


a(i) 

18. 3.82 

.. 

Electric! Const. & Equip.* 


a(i) 

26. 6.^2 

7. 

■ Ifeiagalam Cement 


a(i) 

16. 9.82 

8. 

Indian Tool Manufacturers* 


a(i) 

15. 3.83 

9.,, 

Central India Machinery Mfg.* 


a(i) 

16. 3.83 

10. 

Upper Ganges Sugar Mills* 


a(i) 

9. 6.83 

11. 

Oudh Sugar Mils* 


a(i) 

9. 6.83 

12. 

East India Carpet Co. 

OCM 

a(ii) 

6. 7.83 

13. 

Trinity Textiles 

OCM 

a(ii) 

6. 7.83 

14. 

Oriental Carpet Mfrs.(OCM) 


a(ii) 

6. 7.83 

15. 

Lciatherite Industries 

OCM 

a(ii) 

6. 7.83 

16. 

Gobind Sugar Mils* 


a(i) 

27. 1.84 

17. 

Universal Electrics* 


a{ii) 

24. 3.84 

18. 

Universal Plast 

OCM 

a(ii) 

24. 3-84 


Sources These are selected from the lists of undertakings registered under 
Section 26 of the MRTP Act published in various issues of Company News 
and Notes. Date of registration and section(s) under which covered are 
also taken from the journal. 

Indiates that the company was included in the Birla House by the ILPIC. 
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A little more insight- into-., the grouping ,o.f , companie.s for the ■ 
porpcsp of tr-port..vng House-wise asset ■ figures can be abtained from the 
fo,iJ, owing . , Indian E.ayon .Corporation .was shown as, a part of the .Birla : 
house after its regi;’:tr-r tier in. l979^ .but the, subsequent 'House-wise , 
lists did no.t include the company* Indeed, the company was, later, 
referred to as an independent/Indian Eayon House ■ company. Jieedless 
::o ray, this company was also a recognised (iLPIC) Birla 'Bouse 
company. ,'. I nuiBb.er of com,panies, which were til.l then being shown , as, 
part of the Dir.Ia House, w^ere transferred in 1980 to the Somany Group. 
The companies w~er&:. ■ Kindus tan Sanitaryware and its tw^.o , subsidiaries Soma , 
Plumbing Fixtures and Ceramic Services;- Hindustan National Glass and its^ 
subsidiary Glass Equipment (I); Somany Pilkington, Somany ' PTOperties and* 
R.b* Rcdcia 6c Co.^^ Thus one can observe 'the - tendency to shift companies 
from a House to another or to create a new B.ouse w,he,ne-ve'r' there is any 
objection. , , , ' 

The , post- 19,7 9 registrations further indicate 'that , a number , of , well 
'known Eiria companies did not accept IC with any, other .undertakings* 
Prominent among them are, Electric Construction,,^^ Equipment(ECE), 
Central India Machinery .Manufacturing Co. (CIMMC.C), Century Enka and 
Zenith Steel Pipes. CIMMCO was earlier registered in 1970 as a b(i) 
imdestakiv:it but got de-registered _ in -May 1975. While Indian Tool 'Mfrs., , 
is registered as ar a(i) company, the Cevernment feels that the 
"provisions of Section 20a(il) are also applicable as the company 

Ap 

belongs to the ^Birla^ Industrial House". " 

Recently the Parliament was informed that the assets of the Birla 

House rose from Rs. 2C04.74 crores in 1882 to Rs. 2830.94 crores in 

■■ ao . . , . . , ■ . 

1983. That is in one year their assets increased by Rs. 826 crores. 

We find from Table 4 that four Birla companies got registered as a(i) 
undertakings during 1933.^® Out of these four, one company, viz., 
GIMMCO did not accept IG with any other undertaking. If the remaining 
three companies were treated as constituents of the House then part of 
the increase in assets of the House in 1983 should be attributed to 
their inclusion. This again is related to the more fundamental 
questions of how the composition of Houses is determined and how far the 
reported asset figures of different Houses reflect their true strength? 
Our suspicion is that their growth rate coiild be an over-estimate while 
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the quantuin of assets is an landerestimate. This is mainly "because the 
Fiouse composition is being determined on 'the basis of registrations at a- 
particular point of When another . company which is otherwise 

known to be a part of the' Houses is registeredj it is included in the 
House provided it. does not object- to it* Thus a situation arises when 
no new company comes, into existence nor any new ICs are established^ the 
assets of a House .inciease 'simply because the, status of a company has 
changed in term.s of the MRTF Act* The tentative nature of the House 
coffipO'Sitiou and .the, asset figures becomes clearer from the careful 
wording of the following extract from the answer to a Parliament 
■question given in ' 197,7.- 

Assuming registration under Section 26 of the Monopolies and 
Restrictive Trade Practices Act, 1969, as the basis for the 
grouping, -as on 30th September 19,7'.7,r.6'9 undertakings appear to 
belong to Birla Group, (emphasis added)^"^ 

Other Industrial Houses and Single Large Undertakings 

In the following we present a few important cases which further 
illustrate the fact of non-acceptance of IC by companies of other 
industrial Houses. The relevant cases are shox*7n in Appendix I. 
Ballarpur Industries Ltd* (formerly Ballarpur Paper o Straw Board Mills) 
which was identified as a Thapar House company by the ILPIC, accepted IC 
with only 17 other undertakings, notable exceptions being Greaves Cotton 
Co. {also identified as a Thapar company by the ILPIC) and its 

. . c: q. , , , , 

subsidiaries. Ballarpur Industries later accepted IC with 23 
undertakings, which was still less than the total strength of the House 
as shown in the December 1978 List. There is a possibility of the House 
comprising of two independent GICUs since we can see from the Appendix 
that Ruston & Hornsby (India), a subsidiary of Greaves Cotton & Co., 
accepted IC with only 8 other undertakings while the total number of 
companies shown in the Group at the end of 1978 was 33. 

Similarly, Atul Products of the Kasturbhai Lalbhai Group did not 
accept 1C with any of the so— called Lalbhai Textile companies viz. 
Arvind Mills, Ashoka Mills, Nutan Mills, etc.^^ This fact came into 
light at the time of the examination of Atul Products’ proposal for 
manufacture of two anti-biotic drugs and three types of weedicides by 
the MRTP Commission during 1973—74. The Commission felt that it was not 
necessary to go into the details of ICs of the company as far as the 
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application, of the company in question was concerned. They, however^ 

noted that they "would. not like to, express any opinion in this Report, 

regarding this company’s inter--connection with other companies belonging 

to the Kasturbhai Lalbhai and Iin,kemex' India Ltd (of the IGI .Gr.oup)"*^^ 

Another cciapaBy.j Anil ftarchr Products, which was also identif ied.'as", 

belcDging to the - House by the ILPIC accepted IC with only two 
56 

companies,. 

Another important -example -for non-acceptance of IC is that of 
■'Sarabhai Sons Fvt. Ltd. The ■ company which was included in the Sarabhai 

House by the' ILFIC, had not accepted IC with ' Ahmedabad 'Mfg. Calico- Ftg. 

«, , # 

Co.j(CALICO) another company included in the Sarabhai House, in view of 
the abolition of the managing agency system. It had also not accepted 
IC either with Suhrid Geigy Ltd. or with Suhrld Geigy Tdg. Ltd. The 
company, however, stated that these two companies were registered under 
the Act only by way of abundant cautioa-'^^ It is interesting to note 
that out of the 11 companies with which the company had admitted 1C four 
companies namely, Synbiotics, Standard Pharmaceuticals, Sarabhai 
Technological Development Syndicate and Travelers were shown as 
constituents of Sarabhai House, along with CALICO, Suhrid Geigy and 
Suhrid Geigy Tdg. Co. in the E'ecember 1978 List.^^ There was a re- 
organisation of a, number of Sarabhai Group companies in 1977, which 
finally culminated in the emergence of Ambalal Sarabhai Enterprises Ltd. 
Ambalal Sarabhai Enterprises got registered under the Act in 1979 and 
one finds that it is being treated as a constituent of the Sarabhai 
House along with CALICO. 

Some other noteworthy cases are: DCM Ltd. accepting IC with only 
DCM Inti, (its subsidiary) and Shriram Fibres Ltd.; Modi Rubber 
accepting IC with only three companies of the Modi Group; Dhrangadhra 
Chemical Works accepting IC with only its subsidiary namely. Plastic 
Resins & Chemicals; Premier Automobiles admitting IC with only its 
subsidiaries; and Bombay Dyeing accepting IC with only Nowrosjee Wadia & 
Sons Pvt. Ltd. However, there are some Houses like Simpson, G.V. Naldu, 
Chowguie and Mafatlal in which the problem of non-acceptance of IC at 
least among the registered undertakings does not appear to be 
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'The following are a few more Important cases which were n.ot 
included'' in Appendix !♦ Bajaj .Auto had contended that it was not 
interconnected' under the MRTP Act, and 'Mt specifically pointed out that 
it was', not interconnected with any companies in the sc-called Bajaj 
Group'*. ■ It may be noted that the company was initially registered 
as a b(i) undertaking and 'subsequently as an a(i) undertaking also* 
Phillips Carbon Black Ltd*, promoted by Duncan Brothers & Co. Ltd. and 
Phillips .Petroleum Co. USA, was, shown alongwith Duncan Brothers & Co. 
and 4 ether companies as a Goenka Group company in the June 1S78 List. 
However, in the December 1S78 List, the company was not shown as a part 
of the Bouse. This, probably should be understood in the background that 
the company was registered as a b(i) undertaking, thus not accepting IC 
with, any other undertaking interms of Section 20 a(ii). Similarly, 
Bharat Forge which was included in the Rirloskar House by the ILPIC has 
been registered as an a(i) undertaking and appears as a lirloskar 
company in the June 1978 List* However, in the list it was explained 
that the company had represented to the Government that it was not a 
part of the Group. It appears that the company's contention was 
accepted as it was taken out of the House and shown as a ^single large 
undertaking* in the December 1978 List. Similar was the case with 
Swadeshi Polytex Ltd. which was initially shown as a constituent, of the 
Jaipur ia Group. 

It is interesting to note that in the case of J.E. Synthetics Ltd. 
which has been treated as a company belonging to the J.K. Singhania 
House, tor purposes of arriving at the House-wise asset figures, a 
GovernHient Order under the METP Act observed that the company was 
registered on 4th December, 1970 as an undertaking to which the 
provisions of Section 2C(a)(i) of the Act are applicable and belongs to 
*J.K. Singhania* Group'*. The 1979 Alphabetical List also shows the 
company, to Jiave been registered under a(i)b(i) only. The 1982 House- 
wise assets list shows ’Jyoti* as a separate House. Jyoti Ltd. which 
was registered under the Act in February 1982, however, was placed in 
the Amin House by the^ ILPIC along with; Alembic Chemical' Works and 
Alembic Glass and a number of other, companies. Since- the .latter two have 
not yet been registered under the,;Act one can infer that they did not 
accept IC x^ith Jyoti Ltd. 
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It is also interesting to find that while the Fouse-wise lists show 
Eouthera ;^ndustrial Corpn. as; a cO.mpany belonging .to- the. M*A- 
Chidamfaaram Group, it was mentioned to be belonging to the 'SPIC* Group 
in one of the orders issued by the Government under the METP Act.^^ It 
may be noted that SBIC (Southern Petrochemical Inds. Corpn.) was 
prcmoted by Tamilnadu Industrial Development Corpn. in the joint sector 
with M.A. Chidambaram and K.R. Srivasta as the private promotors and is 
“egisterc’d as an a(i) company and is shown as a 'single large 
undertaking' in December 1978 List- . 

As has already been brought out, a number of House companies have 
been registered as single large undertakings. At the end o/ 1979, therms 
were 46 undertakings which were registered either as a(.i) or a(i)b(i) 
undertakings. A further 48 vtere registered under a(i) during January 
1980 to June 1984, the latest period for which informatipn is available. 
Table 5 shows a list of selected companies registered diifing the latter 
period, excluding the ones which were already covered in Tables 2 and 4. 
This is intended to provide an idea of the composition of the 'single 
large undertakings’ category. 

Apart from the presence of a number of companies which are covered 

under the Foreign Exchange Regulation Act, 1973, one also finds a 

number of- toiapanies which are believed to be constituents of different 

industrial Houses. For instance, Dalmia Cement (Bharat) has been 

registered as an a(i) undertaking. Further, a Government order under 

the MRTP Act clearly states that the company had not admitted IC with 

any other undertaking.®” However, it is pertinent to mention that the 

company (identified by the ILPIG as Dalmia J, company) had been earlier 

under default notice since 25»6.i975 to register Itself as an 

undertaking IC with Dalmia J. Group of companies. When a number of 

companies to whom default notices were sent in a similar manner had 

contended that they did not form a Group, the Central Government 

approached the Company Law Board to determine, the question of Group as 

per section 2(18A) of the Companies Act. The Company Law Bdkrd decided 

that:bj ' : v --;;: A;- - v 

the facts of the case clearly demonstrate that Shri J. Dalmia and 
his relatives listed in Statement ‘I’, appended to the petition, 
constitute a Group ;Witfe;lii .t,b,<l >J8eanitog of sectiop ,2(18A) of the 
Companies Act, 1956. We also hold that the said group along with 
the companies listed in Statement 'II', annexed to the petition. 
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Table 5 : list of Selected Companies CoA?ered Itader 20a(i) 
Begistered During Jan. 1980 to June 1984 


S. Name of the Company 

Jfo. 

Date of 
Registration 

Remarks 

lo George Williamson Assam 

23. 1.80 

FERA 

2 . Bhadrachalam Paper Boards 

24. 1.8C 

Promoted by ITC 

3* Britannia Industries 

11. 3.80 

Formerly under FERA 

. 4. Orissa Cement 

17. 4.80 

Dalmia J* 

5* Tribeni Tissues 

18. 6.80 

FEFA. 

6. Sandoz (India) 

2'2. 8.80 

FEFA 

■'"i - 7* Sra.n Hills ' . 

2?a2.80 

J*P* Goenka 

8* Assam Company ( India) 

27. 1.81 

FERA 

9. Bayer India 

30. 1.81 

FERA ' ■ ■ ■ - 

' 10*, Bajaj Tempo, 

29. 6.81 

Firodia 

11. Sree Eayalaseema Paper Mills 

25. 7.81 

TGL 

12 * Dalmia Cement ( Bharat) 

25. 8.81 

Balmia J. 

13* Hachinery Mfrs. Corpn* 

29. 3.82 

liahindra 

14* Vazir Sii tan Tobacco Co* 

4. 5^82 

Formerly under FERA 

15* Hindustan Development Corpn. 

22. 7.82 

Mody( Calcutta) 

16 . Aliminj-m Industries 

5. i.83 

Seshasayee 

17* Sandvik Asia 

■9. 6.83 

FERA 

18* Goodricke Group 

17. 2.84 

FERA 

19* Hindustan Dorr Oliver 

1. 3.S4 

FERA 

20. Modi Alkalis & Q-iemicals 

24. 3.84 

Promoted by Modi Inds., 
Modi Rubber - Modi Spg. and 
Modipon 

21. Ingersoll Eand (India) 

19. 5,84 

FERA 

22* Grindwell Ifcrton 

19. 5.84 

FERA 


Source: Ihese are selected from the lists of undertakings registered under 
Section 26 of the MRTP Act pid>lished in various issues of Company 

!tote: Thoi^gh Orissa Cement and Vazir Sultan Tobacco are reported to have 

been registered under 20a(i) it appears that the provisions of 
20a(ii) are also applicable to them as Konark Minerals and 
Vishwarama Hotels, subsidiaries respectively of these two 
v^ffiss,3SdpmpahieE , ; ■ ar^ 

FERA status iS: as per the list of ITCEA companies reported in the 
Rajya Sabha on 26.3.1985 in reply to the Unstarred Question No. 883 
(reproduced in Assoclmm Parliamentary Digest, Bfo. 5, 25th to 30th 
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and M/ s. Orissa_ Cement Ltd., M/s. Dalmia Cement (Bharat) Ltd. and 
M/s._Dalmia Dairy Industries Ltd. constitute a GroHP within the 
meaning of Section 2(18A) of the Companies Act, 1956.°^ 

*■ ^ Inspite of this, in the 1982 House-wise Assets List, the company does 

not seem to have been treated as a part of the Dalmia J. Group. The 

list contains a 'Orissa Cement' House with assets of E;.s- 55.13 crores. 

However, Dalmia Cement (Bharat) is unlikely to have been included in 

this House as the assets of Orissa Cement itself were more than Rs. 50 

crores in 1982. 

Similarly, Hindustan Development Corpn. which was earlier asked to 
register under the Act as a part of the. Mody( Calcutta) Group has been 
rtgistered as an a(l) undertaking only. Another interesting case is 
that of Tata Finlay Ltd. which had admitted IC with 8 under*takings of 
the Tata Group. The company has often been referred to as a Tata Group 
company, but not shown under the House in the House-wise lists. This has 
been continuing even after the dissolution of the James Finlay Group in 
India. While the June 1978 List shows it as part of the James Finlay 
Group in the December 1978 List the company was shown as a single larg;e 
undertaking. As can be seen from Table 1 the company is not included in 
Tata House even in 1981. 

Another important case is that of the Indian affiliates of the 
British American Tobacco (BAT) Group of U.E., viz. ITC, Vazir Sultan 
Tobacco(V£T) , Tribeni Tissues and Molins of India. ITC has been 
registered under the Act since 1970. It had promoted Bhadrachalam Paper 
Boards(BPBL) in 1975. From Table 5 we find that BPEL is registered as 
an a(i) undertaking. ITC's share in BPBL’s equity is approximately 32% 
while that of VST is 14%. Interestingly enough, from the prospectus 
of BPBL one finds that ITC enjoys the right to appoint two or more 
directors, but always constituting less than one-third of the strength 
of EPBL’s Board as long as ITC holds 25 to 33% of equity of BPBL. 

Unlike in the case of Gillanders Arbuthnot and Goodlass Kerolac we 
find that the operations of ITC and VST have not been altogether 
t independent. For instance, it was complained to the MRTP Commission 

that these two companies have been indulging in restrictive trade 
practices and that they cooperate with each other by producing each 
others brands. For instance, it was alleged that while ITC got some of 
its brands made by VST, ITC manufactured CHARMINAR Special, brand of 
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cigarettes for VST. .1 the sole distributor for a'' number of brands 

of VST and it had ’’e^fcliisive distribution rights for CHARM IME brand of 
cigarettes over many parts of the country". We observed ^that except 
for three.(orit of seven) the rest of the directors of VST in 1983 were 
■earlier with' ITC* One of the ' rema'ining three was from Molins of India# 
Eoth ' ITC and VST hold , shares in Molins of , India, VI shwaram.a 
Hotel s(subsidiary„ of VST) and' Bhadrachal am Paper Boards# Incidentally 
the 1982 House-wise Assets List treats VST as a separate House# 
Similarly, ' Tribeni Tissues which had been under ' default notice for its 
alleged IC with ITC, ,iS' now registered under a(i). 

De-f egistration 

Another important aspect of the administration of the MRTP Act 
which has generally . not been shown the attention it deserves is the de- 
registration of once registered undertakings# Mormaily, a company gets 
de-registered either if it is nationalised or amalgamated with another 
company or there were changes in the shareholding pattern/ constitution 
of Board of Directors resulting in changes in IC or when a company is 
nationalised or taken over by another company resulting in the combined 
assets of the remaining undertakings of the Group falling below the P^s# 
20 crore limit and so on. Till the end of 1984 as many as 374 
undertakings were de-registered while in the case of 408 undertakings 
applications for de-registration were rejected#^ As the cases of 
nationalisation and takeovers are clear in nature and the severance of 
IC is obvious what one would like to know more about is the companies 
which have got de-registered either on the plea that they were no longer 
IC with the ones continue to be registered or found that the IC cannot 
be established. This is because of the fact that a number of companies 
got themselves registered initially as they thought that they were also 
covered by the provisions of Section 2(g) of the Act^^ and some even 
claimed that they have got registered-’: even It they were IC'.onl.y^ o 
of abundant caution. 

The details regarding de-registration have been taken from Company 
Mews & Notes which,' however, does not , explain , the reasons for de- 
registration.^® A selected list of. de-reglstered companies is given in 
Appendix II. In selecting 'these, companies care has been taken to 
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exclude Rationalised and amalgamated cases as far as possible* , If these 
_ae-r egis Lraticns were allowed on the -basis of changes- in IC» .a, point 
worth enquiring int-o . is, whether these, wer>/ accompanied by changes.' , in 
actual con,ttol or, .they were ordy of a technical nature* , This is ■ 
becausey the Government sometimes imposes on companies restrictions like . 
reduction uf promolersh^controlling lamily^s shareholding in the .'company, 
so that the sharehol ding pattern of the comp.any becomes' 'b'roadbasedd 
while approving their ' proposed s* 

The following cases tend to suggest that de-registration need not 
necessarily , imply ae-"l inking- from the respective industrial House* For 
in-stancop we find from Appendix. II that Cyanamid (India) 'got de-, 
registered during 1980* However, there, was virtually ,no change in the 
Board of . Directors of the company during 1979-1981 as can be seen , from 
its Annual Reports for the years ending in 1979, 1980; and''1981*,- - The 
only change occured during the period was the replacement of one' o'f the 
representatives of American . Cyanamid by another of its representatives* 
This should be seen in the background of the ■ fact that ■ American 
Cyanamid Company and iltul offered a part of their shareholdings in the 
company to the public which resulted in the reduction of foreign equity 
in Cyanamid India from 65% to 55% and that of Atul from 35% to 30%* 
Cyanamid (India) applied for de-registration under the .MRTP Act as *‘With 
the reduction of Atul*s shareholding to 30% in Cyanamid India Limited 
the int er-connec tion with Atul has been severed and' the provisions -of. 
Chapter' III of the Monopolies and -Restrictive Trade Practiees Act, 196-9',,. 
should no longer apply to the Company’*. 

Similarly, while National Insulated Cable Co., (HICCO) got de- 
registered under the Act- in ,1978, one' finds that National Rolling & 

•: 7.f-' - 

Steel' Ropes (NRSR), S;, company regarded as a part of the HICCO Group 
continues to be registered . under .tha. Act. a.nd the 1981 House-wise List 
sho.-ws HESR to., be a'',co.ns t it,u.ent -of the- Birla. Eouse.Csee Ta.ble .3).. .....A... 
c'omparision of' the Annual Reports of HICCO for the accounting years 
ending in March 1976 and March 1979 brings out that the oiily change in 
the composition- of the Board of Directors of the company during the 
period was the induction of one neW' director while same persons 
continued to 'be the Chairman and' Managing Director of the company* In 
addition, in 1979 three of the Directors of , HICCO were also on the Board 
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of Associated Industrial Development Co. Pvt. Ltd., a company which 
continues to be registered under the Act and which is shown as a 
constituent of the birla House in 1981, (see Table 3) and they 
constituted 60% (3 out of 5) of its Board. 

Another case of interest is that of Roplas (India) Ltd. of the 
Mahindra & Mahindra House. The company was initially registered under 
the MRTP Act in 1971. In 1972 it got registered with the Directorate of 
Small Scale Industries for the manufacture of fibreglass reinforced 
plastic products. However, after the reservation of fibreglass 
reinforced plastic products for the small scale sector and the change in 
^the policy of the Government which would make the company ineligible for 
exemption under the Industries (Development & Regulation) Act, 1951, the 
company applied for de-registration under the MP.TP Act as according to 
its understanding ” it is no more inter-connected with Mahindra & 
Mahindra Ltd."^^ A study which discussed the company's case in detail, 
cited a number of points to shoxif that Roplas was "still a part of the 
house of Mahindras" and concluded that cancellation of Roplas’ 

registration under the MRTP Act "demonstrates the weaknesses of the 

■ 7 *^ 

Indian anti'-monopoiy legislation”. 

We have already seen from Appendix I that Bombay Dyeing accepted IC 
with only Nowrosjee Wadia & Sons Pvt. Ltd. However, from Appendix II we 
can see that not only the latter company got de-registered but also a 
number of others like Botanium and Gherzi Eastern have got de-registered 
leaving only Bombay Dyeing, National Peroxide and Neville Wadia Pvt. 
Ltd. from the December 1978 list of Nowrosjee Wadia Group under the 
purview of the MRTF Act. One also finds that a number of undertakings 
of Chidambaram, Khatau and Thiagaraja Houses and all companies of Ruia 
Bouse got de-registered. The case of one of the Thiagaraja companies is 
revealing. The Government in its Order dated 5.3.1982, approving the 
substantial expansion proposal of Loyal Textiles Ltd., imposed a 
condition that 

The shareholdings of Thiagaraja Group, their directors, relatives, 
the bodies corporate holding shares in the applicaiit company at 
present and their inter-connected undertakings and the directors 
and relatives of directors of such companies and undertakings^shall 
he reduced to 40% within one year from the date of the order. 

As can be seen from the Appendix, the company got de-registered on 

26.5.82 possibly because the Group reduced the required share to less 
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than 33 1/3% instead of 40%. However, a comparision of the Board of 
Pi rec t c of the company for the years 1980-81 and 1982-83 shows that 
out of nine diractort of the company in 1980 '31 , sevenC including the two 
Managing Directors) contixiued rn t5&2"S3 as x^rell^ the remaining two in 
1982-83 being nominees of IFCI and SIPCOT- 

Concltisions 

Ihx^ fact that the regii'trattons of companies which were existing at 
the time of enactment of the Act and which were also placed in the 
houses cf Tatas and Bii'las by official committees and commissions was 
spread ovtir a long period clearly indicates that the criteria under thg 
Act coiild not capture the relation between them. Considerable direct 
evidence is also available which shows that a number of companies of 
these Houses, registered under the MRTP Act, do not admit IC among 
thtomselves. This phenomenon is not confined to these two Houses only. 
Moreover, a number of important recognized House companies are yet to 
register under the Act. Attempts at getting them registered by issuing 

default notices and through Ix'gal proceedings have met with only limited^ ^ 

7 S 

success . While the Commission itself is not in a position to take up 
the question of IC on its own, even in cases referred to them they were 
mainly cx-ncerned with establishing IC only w-hen the question of 
dominance was involved. Barring the aborted attempts of establishing IC 
of Tata and Birla House companies no significant efforts were made in, 
this direction. 

A number of Houses as reported by the Government from time to tinKe . 
are made up of smaller groups of 1C companies. Many recognlsed Hou%e- 
coffipanies have bax?n registered under the Acc not because they accejpt ZC 
with the already registered ones, but due to the fact that their assets 
exceed the P.s. 20 crore limit either singly or jointly with cv,mpanies 
with which they are closely related. The Government has be,;en broadly 
following the House-classification made by the Industrial Licensing 
Policy Inquiry Committee and has been including cojjiipa^les under 
different Houses on that basis whenever they are registQjred., unless they 
have any objection. There have been instances of giving separate House 
status to recognized Rouse companies if representations are made against 
such inclusion. This practice, one shouliS expect^ is adopted by the 
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Government as, a’ compromise-' bet what has come to be believed on the 
/basis of . earlier findings and, what the-' criteria under the Act could 
/ achieve. ' Otherwises-, one- should imagine, assets data would have to oe 
. repotted for, a^ TISCO Houses a TOKCO House, a Dharangadhra House and a' 

, DCM House* Such reporting would probably - have attracted - public attention 
to the phenomenon of non.-acceptance of IC. The reported aSvSet 

/ figures are- in any .case indicati\^e rathei than definite proof ox the 

7-6 

strengths of respective Rouses*,' 

This phenomenon acquires further significance in view of the 
^recent proposal' to increase the asset limit from Rs* 20- crores to Rs. 
'‘100 crores.'* In the light of what has been observed above it is only 
logical to expect that all those GICUs and single large undertakings, 
whether included in a ’House’ or not, would become eligible for de- 
registration after the asset limit is increased, provided their assets 
are less than Rs. 100 crores. Thus all Houses, irrespecti\’'e of cheir 
present reported assets , can potentially take advantage of the asset 
limit hike. However, two points which have a bearing on this 
^ possibility need to be taken into account. One, the extent of benefit a 
House can derive depends to a large measure on its structure. If the 
GICU is made up of one single large company (assets in the range of Rs. 
100 crores) and a few smaller ones this hike is not going to affect its 
MET? status. Similarly, for Houses in which the holding company type of 
structure is prevalent, the hike has very little significance. Second, 
and the more important one, is the change in the criteria for 
establishing IC introduced through the amendment of the Act which came 
into force from ^ agust 1S84. Some of the significant changes 
incorporated are ,in respect of bringing 'investm-ent , co,ffipanies' under- /the.. ■ 
purview of the Act, reducing the required control on equity and on the 
Board to one-fourth and introducing the definition of ’Group’. So far 
there are no clear indications as to. -the type of new registrations' that- 
had taken place due to the amendment . except that 462 undertakings 
were, registered under the Act during .the -period 1.4.1984 to 

7 R 

31.12.1984. “ Though this number looks quite large compared to what has 
been the experience of recent years, it. is still far short of the total 
number of companies which were expected to be registered.^^ ilowevci , one 
cannot ignore the fact that , a number ,;pf companies got registered under 
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the . Act initially, some even out of .'^.abundant caution^.^ bat later' got 
de-regif^ tered once they 'found ;■ that IG cannot easily be establxshedv The 
relevant cases discussed above shc:w that de-registration need not always 
be accompanied ,by. severance froin,, the respective Houses* 

, Bringing legal provisions nearer to, reality and making, them' 
acceptable by those who, would be affected' by them, is a difficult task* 
Doubts have already been expressed whether even xvit.h .all. the ■ 
clarifications introduced "the concept^ (group) will fully and properly 
serve the purpos'e for which it is, ' intended"*®® ' A number of 'Eouses 
control their companies through a .rna'ze of inter-corpo.rate investment.s 
witli investment companies playing a major rcle.^'’’ EstabMshment of ' 
control of the House over all such companies requires an extensive 
organisational structure in the absence of which only the obvious type 
of ICs, particularly where direct shareholdings are involved, can be 
established. Another likely hurdle would be in identifying ’Associated 
Persons' for purposes of establishing the 'Group'. Much also depends 
on hew the new criteria would be interpreted in respect of relatives, 
particularly brothers who are legally separated. Deciding House 
association may also become a difficult task as many companies may 
now turn out to be technically IC with more than one House. It took 
nearly sax years for the changes in criteria to be Introduced after the 
Sachar Committee had recommended them in 1978 and this period was enough 
for affecting suitable modifications in ownership and control structures 
by interested Houses. In any case with the increase in asset limit, the 
scope and in turn the desire for such readjustments would also increase. 
Wecessity to continue to operate in and to enter into fresh areas which 
are outside the Appendix I industries will force the Houses to devise 
new methods to overcome the MRTP legislation. 

There is a need for periodic studies to keep track of the trends in 
economic concentration. From this point of view also efforts at keeping 
track of the composition of industrial houses," not necessarily from 
the point of registrations under MRTP Act, are necessary. Such studies 
would be useful in evaluating the contribution of the industrial 
policies in promoting new entrepreneurs. This information would also be 
a vital and necessary input in efforts at controlling product 
ombhbppTieS:* 
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Looking from 'a' different angle >•' rectification of a few important 
lacunae /in the functioning of the Act- which would have paved the way for 
-. realization of its objectives^ was not ' attempted by ' the 1984 amendment* 
For instance,^ the Government atill holds the option whether to refer the 
' proposals; of individual companies to the Commission or not* Similarly, 
appointing the staff of the Commission, though in consultation with the 
latter, continues to be its- prerogative. Flow these factors have been 
'affecting the working of the Commission and the administration of the 
Act are too' well knownto be repeated here. ..Thus whatever may be the 
ultimate coverage of the Act o-ne cannot expect 'much from the point of 
^achieving the objective of prevention of concentration of economic power 
to the common detriment. Ivith the donations to political parties by the 
corporate sector now being legalised, the chances of abuse of economic 
power by- big business have become more .pronounced.^ Giving the MRTP 
Commission its due place would be a step in the right direction which 
v7ould also save the Government from avoidable criticism. It would be in 
the fitness of things if such changes are brought in along with the 
asset limit increase,. 


[ I am grateful' to Professor S.K. 'Goyalfor his encouragement and- 
useful comments. Thanks are also due to all my colleagues in the 
Corporate Studies Group and to Hagesh Kumar and Michael Ho'ward for 
the interest" shown and helpful: suggestions given. However, the 
responsibility for the views expressed ,'lies entirely with me.] 
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^petidix I : Variation in Itonber of inter-coimected Companies and 
Companies Included in Different Houses 


S * Name ' of the Company ' 

, _ 

Ilousc: No, of inter- 

/.j5sociation coimected 
Companies 

Date of order 
under ' the' 
14RTP' Act 

1 

2 

3 

4 ■ ' 

i . Southern Indl . Cor pn . 

Chidambaram 

47 (35) 

10. 5.77 

2. Cho^ule & Co. Pvt. 

Cho’wguLe 

19 (20) 

19.11.76 

3. Ijakshml Machine Works 

G V Naidu 

15 (15) 

20.11.74 

4. Atul Products 

5. Anil Starch Products 

K.La].bhai 

K*Lalbhai 

8 (19) 
2(19) 

31..10.75 

4. 9.80 

6. Cable Cor pn. of India 

7. Neesha & Co. (Firm) 

Khatau 

Ehatau 

36 (46) 

36 (46) 

20.12.71 

14. 9.71 . 

8. Bharat Forge Co. 

9. Kirloskar Brothers 

10. Kirloskar Oil Engines 

11. Mysore Kirloskar 

Kirloskar 

Kirloskar 

Kirloskar 

Kirloskar 

Nil (15)* 

12 (15) 

4 (15) 

8 (15) 

29.10.79 

13.11.79 

3. 5.76 

31. 1.81 

12. Macneill & Magor 

Macneill &Magor 

23 (37) 

23.12.77 

13. Southern ilsbestos Cement 

Madras Cement 

8 (11) 

15.10.80 

14. Indian Dyestuff Inds. 

Mafatlal 

20 (20) 

29. 2.80 

15. Ifehindra 4 Mahindra 

16. Mahindra Sintered Pdts 

Mahindra 

^kMndra 

8 (13) 

8 (13) 

31.10.75 

5. 2.79 

17. Modi Rubber 

18. Ifodi Spg. & Wvg. Mills 

19. Jtodi Spg. & Wvg. Mills 

20. Modi Spg. & Wvg. mis 

21. Modipon 

Modi 

Modi 

Modi 

Modi 

Modi 

3 (14) 

8 (14) 

3 (14) 

9 (14) 

10 (14) 

27.12.80 

23. 6.76 
10.12.79 

27. 9.80 

19. 2.76 

22 . Garbormdum Universal 

Mbrugappa 

10 (13) 

30.5.77 

23. Bonbay Dyeing & Mfg. Co. 

Mowrosjee Wadia 1(8) 

30.11.78 

24. E.I.B Parry (India) 

Parry 

5(9) 

21. 2.77 

25. Eatliboi & Co, Pvt. 

Prataplal 

18 (11) 

26.12.75 

26. Dharangadhara Chm Works 

27. Fishco Cutlery 

S P Jain 

S P Jain 

1 (14) 

7 (14) 

2.12.77 

21.11.77 

28. i4Luniinitjm Inds. 

Seshasayee 

m( 6)* 

25. 7.84 

29. Delhi aoth & Gen. mi 

30. Shriram Fibres 

Shriram ' 

):’:;;’Shriram^ 

2 (14) 

2 (14) 

:'151)3:,:?94)1; 
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S '. Marne of the Company 

House 

Nc!. of inter- 

Date of order 

Kb. , 

Association 

' connected 1 ' 

under thfe 

: ■■ ■ 


Companies 

MRTP Act 

- 1 ■ ■ ■ ■ 

2 

3 

4 

31.. 'Simpson Co 

Simpson 

29 (29) 

4. 1.77 

32. J.K. Chemicals 

Binghania J- 

.K. 28 (34) 

31. 5.77 

33. Seven Seas Ti‘ansportation 

Singhania J.K* Nil (34) 

21. 7.75 

34. Asiatic Oxygen 

Soorajmtjill 

1 ( 5) 

22.11.78 

35. Singer TVS 

TVS 

15 (22) 

29.11.76 

36. Sundarai^ Clayton 

TVS 

14 (22) 

28. 9.76 

37. Uheels India 

ws 

18 (22) 

27. 9.71 

38. Ballarpur Industries 

Thapar 

17 (33) 

28. 2.76 

39. Ballarpur Industries 

Thapar 

23 (33) 

28.10.77 

40. Bengal Ingot Co. 

Thapar 

8 (33) 

20. 9.76 

41. Crompton Greaves 

Thapar 

9 (33) 

30. 5.77 

42. Greaves Cofton & Co. 

Thapar 

9 (33) 

19.10.76 

43. Faramchand ThaparA Bros(CS) 

Thapar 

18 (33) 

2. 7.77 

44. Ruston & Komsby (India) 

Thapar 

8 (33) 

27. 9.76 

45. East India Corpn. 

Thiagaraja 

25 (31) 

30. 9.76 

46. Bharat Sadiators Pvt. 

Walchand 

17 (20) 

5. 2.76 

47. Pranier, /iutomobiles 

Walchand 

2 (20) 

8. 8.74 

48. Walchand Nagar Inds. 

Walchand 

8 (20) 

6. 6.75 


Source: Information on number of inter-connected companies is collected 
from the Orders issued under the MRTP Act on the respective dates 
specified in col. 4. for Orders issued upto March 1980, we 
depended on Ilffii’IA, Ministry of Law, Justice and Company Affairs, 
Girders Passed by the Central Government Ifader Section 21, 22 & 23 
of the MRTP Act, 1969, vol. I & II, 1982 and for the si*sequent 
Orders various isssues of the Company News & Notes. Figures in 
brackets indicate the number of companies shown in different 
houses as on 31.12.1978 in the reply to the Lok Sebha Unstarred 
Question tfo. 8229 given on 24.4.1979 (see CNN April 1979, pp. 87- 
101). Except in the case of Aiumirdum Industries Ltd. in all other 
cases the house association in col.2 is based on this list. 
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AppemiLs: II : List of Selected Inter-connected XSodertakiags ’tdiose 
BegisCraticHit Ltader the MRTP Act has been Cancelled or Deleted 


S*. Name of the Comply- 

'House Assc- iation ' 

Lef ore ' De-registering 

Date of De- 
registration 

' 1" ' ' 

2 


'3/ 

1<. Incon Steel F'/t. Ltd. 

Eaja] 


5. 2.80 

' -2'. ' Jamnalal' 'Sons Ltd. 

Eajaj 


10. 6.80 

3.. Jeewaii Ltd. 

Bajaj 


18. 8.80 

4, Shree Laxmi Plcg & Mixed Pdts Ltd. 

Bangur 


1. 5.80 

5* Bindiistan Gas & Inds. Ltd. 

Birla 


17.11.76 

6. National Insiuated Cable Co- Ltd. 

Birla 


25.10.78 

7o Somany Fllkingtons Ltd* 

Birla 


18. 8.80 

S. Modem India Construction Co. Ltd. 

Birla 

« 

24.12.82 

9* Bidiistan Saintaryv/are Inds. Ltd. 

Birla/ BD . Somani 


2.11.83 

10. Thana Electric Supply Co. Ltd. 

Bombay Suburban 


3.10.78 

11. Tube Suppliers Ltd. 

Chidambaram 


9. 1.78 

12. Tubes- & Malleables Ltd. . 

Cliidambaram 


9. 1.78 

13. Tuticom Mkali & Chemicals Ltd. 

Chidambaram 


6. 2.79 

'14. Automobile Rubber Frd- -Pvt. Ltd.* 

Chidambaram 


1. 5.80 

15. Commercial Aids Pvt. Ltd. 

Chidambaram 


1. 5.80 

16. Southern Chloro-Chemicals' Pvt .Ltd * 

Chidambaram 


1. 5.80 

17. Southern Ebonites Pvt. Ltd. 

'Chidambaram ' 


1. 5.80 

18. William Goodacre & Sons (I) Ltd. 

Chidambaram 


27. 4.82 

19c' India . Radiators Ltd. 

Chidambaram 


31. 5.83 

20. Western Thomson (India) Ltd. 

Chidambaram 


31. 5.83 

21 « Camera Works- Pvt. Ltd. 

Chowgule 


22. 3.76 

22. Ahmedabad Mew Cotton Mills 'Ltd. ' 

K. Lalbhai ■; 


14. 8.81 

23. Cynamid India Ltd. 

K. lalbhai 


20.11.80 

24. 'Electric Control Gear V\rt» Ltd. 

K. Lalbhai 


14. 8.81 

25. Shantikiran Pvt. Ltd. 

Khatau 


30.11.79 

26 . Shantileena F\^t * Ltd . 

Kliatau, 


30.11.79 

27. 'Sukiran Pvt. Ltd. 

Khatau 


30.11.79 

28.’ Jayakrishna Pvt. Ltd-.' 

Khatau 


1. 5.80 

29. Shakti' Industrial Wires 'Pvt. Ltd. 

Khatau 


5. 4.82 

30. 'Madhya Pradesh Elect ricals : Ltd . 

Khatau 


- :7. 4.82 

31. Kiliick Nixon Ltd(and 6’ subsidiaries) Killick Kapadia 


27.11.80 

32. Kunal Engg. ' Co., Ltd., ^ : 

K.0 1 har i ( Madras ) 


12. 5.83 

33. Pushpanjali Industries Pvt. Ltd. 

Madras Cements 


9. 1.80 

34.’ Eamsayee Agro Inds. Ltd. 

Madras Cements 


6,10.82 

35. Advertising Res & Mktg. Services(Frffi) 

Mafaclal 


10. 8.81 

36. Mahindra Spicer Ltd. 

Mahindra 


8. 1.79 

37. Kent Leeds Meter Mfg- Cb. Ltd. 

I^lahindra 


16.10.79 

38. Hoplas (India) Ltd. 

'Mahindra 


11.12.79 

39. Vickers Sperry of India Ltd. 

Ikhindra 


14. 8.80 
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S . Name of the Company 

No. V, 

House Association 
Before De-registering 

Date of De- 
registration 

; : i ;; 

2 

3 


Modi 12.11.79 

Modi 7. 6.80 


40. R.B. Gujarmal Modi & Bros Pvt. Ltd, 

41. Synfibre Sales Corpn.(Fina) 

42. Cpiniatore Cotton Mills ltd. 

43. George Wills & Sons (I) P. Ltd. 

44. Nowrosjee Wadia & Sons P^^t. Ltd* 

45. Gherzi Eastern Ltd. 

46 . Botanium Ltd . 

47. B.R.T. Ltd. 

48. Boehringer Knoll Ltd. 

49. Bcmbay Oxygen Corpn. Ltd. 

50. Bradbury Mills Ltd. 

51. Suia & Co. Pt. Ltd. 

52. Dawn Mills Co. Ltd. 

53. Sterling Re-rolling Mills Pvt. Ltd. 

54. Modem Family Planning Products Ltd. 

55. Euia Industries Pvt. Ltd. 

56. Health Products Pvt. Ltd. 

57. Ruia Steel & Agri, Farms Pvt. Ltd. 

58. Secals Ltd. 

59. Cloth Traders Pvt . Ltd . 

60. Vulcan Lavel Ltd . 

61. Union Horn?.' Product Ltd. 

62. Trichy Steel Bolling Mills Ltd. 

63. Karam Chand Thapar & Sons Ltd. 

64. Mather Greaves Ltd. 

65. Standard Refinery & Distillery 

66. Tentulia Unas Collieries 

67. United Collieries 

68. Rukmini Mills Ltd. 

69. Sree Pajendra Mills Ltd. 

70. Coimbatore femala Mills Ltd. 

71. Loyal Textile Mills Ltd. 

72. P.Orr & Sons Pvt. Ltd. 

73. Saroja Mills Ltd. 

74. Virudhnagar Textiles Ltd. 

75. Sree Sivakami Mills Ltd. 

76. V. Bamakrishna & Sons Pvt. Ltd. 


Naidu G.V. 

4. 1.82 

Nowrosjee Wadia 

16. 2.84 

No^^osjee Wadia 

28. 5.82 

Nowrosjee Wadia 

16. 2.84 

Nowrosjee Wadia 

20. 2.84 

Nowrosjee Wadia 

3. 5.84 

Rallis 

22. 4.76 

Mia 

12. 3.76 

Ruia 

12. 3.76 

Ruia 

17. 3.76 

Ruia 

29.12.76 

Ruia 

18. 9.78 

Ruia 

18. 9.78 

Ruia 

18. 9.78 

Ruia ■ 

18. 9.78 

Ruia 

18. 9.78 

Seshasayee 

17. 5.83 

Shri Aabica 

7. 9.81 

Swedish Match 

3. 2.82 

TVS 

23.11.79 

TVS 

■ 15.11.80 

Thapar 

25.10.78 

Thapar 

25.10.78 

Thapar 

25.10.78 

Thapar 

25.10.78 

lhapar 

25.10.78 

Thiagaraja 

8. 1.79 

Tliiagaraja 

9. 1.79 

Thiagaraja 

26. 5.82 

Thiagaraja 

26. 5.82 

Thiagaraja 

26. 5.82 

Thiagaraja 

26. 5.82 

Thiagaraja 

26. 5.82 

Thiagaraja 

14. 4.83 

V- Ramakrishna 

14. 4.83 

V* Ramakrishxia 

18. 8.81 


77. Precision Bearings India Ltd 

Source; Selected from various issues of Con^>a]:ry News & Notes. 

Note; Bouse association of companies de-registered after June 1978 is based 
on the June 1978 and December 1978 Bbuse-wise Lists. In all the other 
cases it is based on ILPIC classification or information on inter- 
corporate investments or orders under the MSTP Act. 
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NOTES AMD REFERENCES 


!u The Draft Bill on Monopolies & Restrictive Trade Practices 
presented by the Monopolies Inquiry Commission (MIC) in its report 
became the basis for the Act. However,, the Act and the 
recommendations of the MIC difier J.n some respects.: While the 
Commission envisaged control over dominant undertakings, the Act 
provided for control of large sized undertakings and indusrial 
Bouses also. The ILPIC studied the composition of 73 large 
industrial houses and termed 20 of them ■ tthose assets for 1964 
exceeded Rs. 35 crores as Larger Industrial Houses(LIHs). For the 
Committee the guiding principle was that the "House should include 
those business concerns over which a common authority holds sway". 
(p.74). Gxie of the principal criteria adopted for identifying a 
company as belonging to a House was that of the House controlling 
one-third effective equity. The Committee also took adequate note 
of special characteristics like persons closely associated with the 
Kouse being on the Board of Directors, sole selling agency 
agreements and sharing of common facilities like office premises 
and telephones. One of the principal recommendations of the 
Committee was that LIHs and foreign concerns should concentrate 
"their resources on the development of complex and heavy investment 
industries which w'ould mainly belong to the core sector".(p.l90). 

2. See for instance, Gza, A.!-?., "Putting Teeth into the Monopolies. 
Act", Economic & Political Weekly, Special Number, July, 1971; 
Chandra, N.K., "Monopoly Legislation and Policy in India", Economic 
and Political Weekly, Special Number, 1977, pp. 1405-18; INDIA, 
Ministry of Law, Justice and Company Affairs, Report of the High- 
Powered Expert Committee on Companies and MRTP Acts, 1978 (also 
reerred to as Sachar Committee after its Chairman, Justice Rajender 
Sachar); Goyal, S.K., Monopoly Capital and Public Policy: Business 
and Economic Power, Allied, 1979; Khurana, Rakesh, Growth of Large 
Business: Impact of Monopolies Legislation, Wiley, 1981; Verma, 
B.F.S., "A Decade of MRTPC , The Economic Times(New Delhi), 7,8,,9, 
and loth April, 1981; and Paranjape, H.K., "Curbing Monopoly.: Plans 
and Pitfalls", Mainstream, 10 and l/th October, 19SL. 

3. The lov’er limit was infact seen as a more radical step.^^ For 
instance, the "Industrial Policy - Government Decisions", a 
statement issued on February 2, 1973 informs: "... the adoption of 
the lower limit of Rs. 20 crores as w'ell as the definition of 
interconnected undertakings as provided in the MRTP Act 1969 will 
result in a more effective control on. the concentration of economic 
power" . 

4. Goyal, op.cit., pp. 26-27. The study cited a number of companies 
like Tata Industries, National Ecko, Investment Corpn. of India, 
Indian Standard Metal -all included in Tata House by the ILPIC; 
and Birla Cotton Spg., Electric Construction & Equipment, Indian 
Rayon, Cudh Sugar and Pilani Investment Corpn. - all of Birla 
House, which were not registered under the. METP Act. 

5. For instance, N.K, Sengupta finds that "the abolition of the 
managing agency removed the most important visible mark of inter- 
connection among companies". Cf- Sengupta K.K., The Monopolies and 
Restrictive Trade Practices Act, 1969, Eastern Law House, 1980, 

: .p.30. ■ 

6. .See Kumar, Nagesh, "Regulating Multinational Monopolies in India," 

Economic and Political Weekly, May 29, 1982, pp. 909-917 for 
details.; (sL: : • 

7. The Committee’s recommendations included: (i) reduction of the 
requirement of one-third equity for establisiing inter-connection 
to one-fourth; (ii)introduction of the definition of ’Group’; and 
(iii) bringing investment companies under the definition of 

:D;;;:;'::;:;;;under takings. ::B: 

8- See Press Note of the Ministry of Industry dated March 9, 1979. 
Summary of the Committee's recommendations were rc^^orted in INDIA, 
Ministry of Industry, Guidelines for Industries, June 1979, p.v-68. 
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9. See Goyal, op.cit., p.6. 

10. Paraniape, H.K., "The MRTP Amendment Bill: A Trojan. Horse", 
Sconomic £e Political Weekly, April 28, 1984, p. 725. 

11. Federation of Indian Chambers of Commerce and Industry, Pre— 
Bequisites of Accelerated Industrial Growth, A report of the M Hoc 
Committee headed by Bharat Ham, January, 1985. 

12. See. The Economic Times(New Delhi), March 18, 1985 and Business 
Standard(Calcutta) dated March 28, 1985 respectively for the manner 
in which these estimates were arrived at. 

13. See Che Business Standard(Calcutta) dated March 25, 1985. 

14. The required market share for determining dominance was brought 
down from one-third to one-fourth in 1982 through an amendment to 
the Act. 

15.. These lists are available in the February 1976(p. 53-77) and 
February 1977(pp. 63-84) issues of the journal. 

16. See the April 1979 issue of Company News and Notes, (pp. 87-101). 
The journal is hereafter referred to as CNN. 

17. See the reply to the Rajya Sabha Unstarred Question' No. 10 answered 
on 25.7.1983 (Reproduced in the CNN, Vol. XXI, July 1983, pp. 85- 
90). 

18. See the reply to the Lok Sabha Unstarred Question No. 471 given on 
February 2, 1984. (Reproduced in the CNN, Vol. XXII, February, 
1984, pp. 52-53). 

19. IiSithe following any reference to ’Tata’ or ’Birla’ companies would 
normally mean that the respective company was identified as such by 

- - .the ILPIC. 

20. See INDIA, Ministry of Law, Justice and Company Affairs, Orders 
passed by the Central Government Under Sections 21, 22 and 23 of 
the MRTP Act, 1969, Vol. 1, 1982, p. 570. (This publication is 
hereafter referred to as MRTP Act Orders). The order dated 
31.5.1978 states that the three companies jointly own and operate a 
thermal plant at Trombay and all the three companies are inter- 
connected with each other. 

21. See the reply to the Lok Sabha Unstarred Question No. 5813 answe-red 

on April 3, 1979 (Reproduced in CNN, April 1979, p. 70). In 

addition, it can be understood from the MRTP Orders that TISCO 
admitted inter-connection with eight other undertakings of the Tata 
Group. (MRTP Act Orders, vol. I. p. 574). Some other references 
also show TISCO to have been reg^istered under section 26 read with 
section 20a (i)/a(ii) of the MRx? Act. (MRTP Act Orders, vol. II, p. 
613, order dated 15.12.1971). 

22. Going through some of the older lists of MRTP Undertakings one 
finds that Tata Chemicals was initially registered as a b(i) 
undertaking ” only and later it was registered under a(i) also as its 
assets exceeded Rs. 20 crores. Further evidence to this fact also 
is available in one of the orders under the MRTP Act. It was stated 
that the company denied its interconnection with any other company 
of the Tata Group. The Government felt that it was not necessary to 
go into the further details of interconnection as it was already 
registered as a b(i) undertaking. (MRTP Act Orders, vol. I, p.551). 
In 1977 it was stated that the company was registrable under a(i) 
also. (MRTP Act Orders, vol. I, p. 557, order dated 9.5.1979). 

23. This view gets confirmed by the evidence available in the MRTP Act 
Orders, Vol. II, wherein it was stated that the company admitted 
interconnection with two other undertakings namely Lakme Limited 
and Internaional Fisheries Limited of the Tata Group (p. 439, order 
dated 18.5.1974). 
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24. It was explained in the order issued in connection with the 
application of Associated Bearing Company for effecting substantial 
expansion, that the company accepted interconnection with Skefko 
India Bearing Company. (See METP Act Orders, vol. I, p. 26, order 
dated 24.7 .1974). 

25. Set MRTP Act Orders, vol. II, p- 448. 

26. See INDIA, Ministry of Law, Justice & Company Affairs, "Report 
Under Section 21 (3}(b) of the Monopolies and Restrictive Trade 
Practices Act, 1969, in the case of Tata Engineering and Locomotive 
Company Limited, Bombay”, Reports of the MRTP Commission and 
Orders Thereupon, of the Central Government Under Section 21, 22 & 
23 of the MRTP Act, 1969, Vol. II, Section 21, 1982, p. 352. The 
report W3S .submitted to the Government in December 1971. These 
reports are hereafter referred to as MRTPC Reports. 

27. In one of the replies given in the Parliament the government inf act 
explained that in the context of "the present industrial licensing 
policy and the Monopolies and Restrictive Trade Practices Act only 
those companies are considered as companies of the Tata Group which 
are registered under section 26 of the MEiTP Act as undertakings to 
which section 20Ca) of the Act applies, and which at>the same time, 
either ^i) figured in the list of companies identified by the 
Industrial Licensing policy Inquiry committee as companies 
belonging to the large industrial bouse of Tata or are (ii) 
interconnected with such companies." (See Reply Lok Sabha Unstarred 
Question 4817 answered on 27.3.1979' - reproduced in CRN, March 
1979, p. 88). Similar explanation was given in the case of TVS, 
'Mahindra & Mahindra, SaraDbai, Kasturbhai Lalbhai and Birla Houses 
also. Further evidence in this regard is available in a study of 
assets, turnover and PBT of large Industrial houses prepared by the 
Monopolies Research Unit of the Department of Company Affairs. It 
says that information had been compiled in respect of assets, 
turnover and profits of companies as belonging to industrial 
houses on the basis of interconnection and otnei asscciation 
authenticated by past studies by expert bodies as also similar . 
information in respect of single large undertakings”, (emphasis 
added) See CNh, Nov. 1978, p. 1. 

28. A house-wise distribution of the 76 companies registered under the 
MB.TP Act during January 1980 to December 1981 was given in answer 
to the Lok Sabha Unstarred Question No. 165'7, answered on March 15, 
1982 CReproduced in CNH, Vol. XX, March 198?., pp. 71-72). 

29. The asset figures arc taken from the The Bombay Stock Exchange 
Official Directory. 

30. See reply to the Lok Sabha Unstarred Question No- 3923 provided on 
17.3.1981 for a list of pending cases of default notices with 
regard to registration under Section 26 of the MRTP Axt as on 
31.12.1980. (Reproduced in CNN, April 1981, pp. 68-73). 

31. See Kumar, op. cit., p. 915.(Annexure) 

32. Waldies Ltd., became a subsidiary of the company during 1983-84- 
Earlier Gillanders held about 36% of the equity capital of Waldies. 
We tried to find the possible inter-connection between Ogilvy 
Gillanders & Co. Ltd. and Lead Industries Group Ltd. with the help 
of Dunn & Bradstreet, Who Owns Whom: United Kingdom & Republic of 
Ireland, Vol. 1 & Vol. 2, 1978/79 and 1984 but were unable to find 

•Ogilvy Gillanders or Gillanders Arbuthnot in them. 

33. See the Directors’ Reports to the Shareholders in the Reports and 
Accounts of Gillanders Arbuthnot A Co. Ltd. for the years ended 
31st March 1982(p. 9) and 1983(p. 7) respectively. 

34. See also Paranjape, H.K., (October 10, 1981), op. cit., p.l4, 

wherein it was observed that registrations under the Act were 
mainly of those companies with assets of Rs. 20 crores or more and 
of those which were found to be clearly inter-connected with them 
such as subsidiaries. 
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35- However, an examination of the earlier lists of undertaings 
registered under the Act reveals that Hyderabad Asbestos^ was 
initially registered as a b(i) undertaking only (CNN, Feb., 1^'/* 
p. 72). The provisions of section 20a(i) became applicable to xt 
since 26.5.1979 (CNN. November, 1981, p. 25 and CNN Oct. 1982, P. 

■ 35).^ . 

36. See CNN, February, 1977, p. 77. It appears that the provisions of 
Section 20a(ii) became applicable to the company . during 1979 (see 
MRTP Act Orders, vol. II, P. 335, order dated 22.9.1979). 

37. The fact that Zuari Agro Chemicals did not accept inter-connection 
with any other Birla company is explained a little later. 

38. See "Report Under Section 22 (3)(b) of the Monopolies and 

Restrictive Trade Practices Act, 1969, in the case of Hindustan 
Aluminium Corporation Limited, Bombay,” reproduced in MRTPC 
Reports, vol. Ill, . 

p. 272. The report was submitted to the Governmment in August 19/3. 

39. - See "Report Under Section 22(3)(b) of the Monopolies and 
.Restrictive Trade Practices Act, 1969, in the case of Kesoram 

Industries 'and Cotton Mills Limited, Calcutta," Reproduced in MRTPC 
Reports, Vol. IV (Section 22), P. 7. The report was submitted to 
the Government in June 1973. 

40. Ibid., p. 122. 

41. Ibid., p. 8. See also the report on HINDALCO (note 38 above), p. 273. 

42. These companies did not register under the Act till the end of June 
1384. See note 3,0 above. 

43. See note 28 above. 

44. See CNN, May, 1980, pp. 48 & 49 and CNN, Aug., 1980, p. 80 
" ' respectively. 

45- It is not out of place to mention that Indian Rayon was shown as 
one 

of Aditya Birla’s Indian Companies, the others being Gwalior Rayon, 
HINDALCO, Eastern Spg. Mills (all three shown under the Birla House 
Under MRTP) and Hindustan Gas & Industries (de-registered under the 
Act in 19/6). Sec "The Quiet Rise of Aditya Birla", Business 
India, May 7 to 20, 1984, pp. 52-62. 

46. See Lok Sabha Onstarred Question No. 2607 replied on March 9, 1982 
(Reproduced in CNN, Vol. XX, March 1982, pp. 83-86). It was 
explained in the reply that these companies were de-linked from the 
Birla Group and were transferred to the Somany Group in 1980. 

47. For further evidence in this regard see CNN September, 1984, 
p. 73-74 in respect of CIMMCO; CNN, September, 1984, p. 61 in 
respect of ECE; CNN, October^ 1984 p. 39 in respect of Century 
Enka: and CNN, September, 19o4, p. 67 in respect of Indian Tool 
Manufacturers . 

48. See CNN, Feb. 1984, p. 28. 

49. See Reply to the Rajya Sabha Unstarted Question No. 821 provided on 

March 25, 1985. . = 

50. The companies are Indian Tool Manufacturers, Central India 
Machinery, Upper Ganges Sugar Mi'" 
assets were Rs. 23.12 crores (19 
21.02 crores (1982), and Rs. 20.57 
asset figures are taken from the 
Directory. 

51. For instance, it was explained in 1979 while providing a 
comparative picture of the assets of Tata and Birla Houses, that 
the data about only those undertakings which were registered under 
Section 20 of the MRTP Act were being compiled and the assets 


s and Oudh Sugar Mills. Their 
Rs. 30.19 crores (1983), Rs. 
crores (1982) respectively. The 
Bombay Stock Exchange Official 
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figures of the houses would be higher if the data on companies to 
which uefault notices were issued. (See Reply to Raiya Sabha 
Unstar’-fd Question NO. 509 given on 16.7.1979 -as reported in CNN, 
July ~ August j (combined) 1979, p. 70). 

52. See Reply to the Rajya Sabha Unstarred Question No. 1266, answered 
on 19.12.1977 (Reproduced in CNN, vol. XVI, Feb., 1978, pp. 36). 

53. For details of companies Inter-connected with Ball arpur Industries 
see the Report on the Company's proposal published in MRTPC 
Reports, vol. Ill, pp. 67 & 95. 

5i>. See the Report on the Company's proposal in MRTPC Reports, vol. I, 
pp. 101-149. 

55. Ibid. , p. 108. 

56. For more details in this regard see the Commission’s Report on the 
Company's proposal to set up a new company published in MRTPC 

vol. Ill, pp. 1-59. The report was submitted in March 

1974. 

57. See MRTPC Reports, vol. II, p. 220. 

58. See the December 1978 List. 

59. See the Dissenting Report of Prof. Paranjape in the combined report 
on thO; expansion proposals of Bajaj Auto and Automobile Products of 
India in MRTPC Reports, vol. I, p. 164. 

60. See MRTP Act Orders, vol. II, p. 232, order dated 2.3.1979; 

61. See MRTP Act Orders, vol. II, p. 416. (order dated 10.5.1977). 

62. Ivumar, op. cit., p. 910. (Table) 


fc3. See the Order dated 27.3.1984 issued under the MRTP Act regarding 
Dalmia Cement (Bharat)'s proposal (Reproduced in CNN, April, 1984,- 
p. 37). 



66. See INDIA, Justice & Company Affairs, Restrictive Trade 

Practices in India, vol. 1, 1979, pp. 261-263. 


67. INDIA, Ministry of Industry & Company Affairs, Report : 1984-85, p. 
24. 

68. See for instance, UNCTAD, Control in India of Restrictive Business 

Practices (A report prepared by H.K. Paranjape), Wherein it was 
stated that "some of them (companies registered under the Act) 
applied for deregistration later when they realized that proving 
"inter-connexion was not going to be easy" (p. ^ 

69. Information on de-registrations allowed during the periods Nov.- 
D6c, 1978 and July-Sept. 1979 could not be obtained from, the 
journal. The period' covered otherwise is 1976 to June 1984. 

70. See Cyanamid India Ltd., Annual Report, 1979, p- 3. 

71. NRSR was shown as a part of the NICCO group alongwith companies 
promoted by NICCO. See "NICCO's Big Bounce Back", Business World, 
October 22-November 4, 1984, p. 73. 

72. Roplas India Ltd., Prospectus, dated April 23, 1979, p. 5. 

73. See Goyal , S.K., K.S. Chalapati Rao and Nagesh Kumar, "Small Scale 
Sector and Big Business", a study of the Corporate Studies Group, 
Indian Institute of Public Administration, 1984, (mimeo). It is 
also not surprising to find that Roplas along with Vickers Sperry 
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and Mahindra Spicer (both de-registered under the Act) is being 
considered as a part of the *Mahindra' and Mahindra* group even 
after de-registration. See "Mahindra & Mahindra; Making up for Lost 
Time”, Business India, March 15-28, 1982, p. 47. 

74. See the order dated 5.3.1982 on the Company’s Proposal in CNM, 
April 1982, p. 35- 

75. In all 2,214 companies were sent default notices till the end of 
1984, for their liability to. register under Section 26 of the Act. 

. Out of these only 642 got registered and in another 982 cases the 
default notices were vacated. Out of the remaining companies some 
had obtained stay orders from Courts. ( See INDIA, Ministry of 
Industry & Company Affairs, Report : 1984-85, pp. 24-25). A few 
companies have been under default notice for a long time, but are 
not registered yet. See reply to the Lok Sabha Unstarred Question 
No. 3923 provided on 17.3.1981 for cases like Ashoka Cement (Sahu 
Jain-12.12.72; Hindustan Times (Birla-18.6.74); Mohan Gold Water 
Breweries (Mo’han Meakin-24-12. 74); Gangeshwar (Sawhney-14.7.71); 
' Tobu Enterprises (Shriram-6.11.74)y Dalmia Dairy Inds.(Dalmia J.- 
' 25.6.75); .Haldibari Jute (Soorajmull Nagarmull-20.4.73); and 
National Standard Duncan (K.P. Goenka-5.7.75). ( Reproduced in CNN, 
April 1981, pp. 68-73). 

76. For instance, on the basis of ILPIC classification it was estimated 
that the assets of Eirla and Tata Houses in 1976 were Rs. 1300 
crores and Rs. 1100 crores against the reported assets of companies 
of the two Groups under the MRTP Act at only Rs. 975 crores jind 
Rs. 980 crores respectively. See Goyal , S.K., op.cit., pp. 70-71. 

77. For a discussion on the implications of the changes proposed 
through the MF.TP (Amendment) Bill 1983, see Paranjape, H.K., "The 
MRTP Amendment Bill; A Troian Horse", Economic and Political 
Weekly, April 28, 1984, pp. 715-729- 

78. See INDIA, Ministry of Industry & Company Affairs (Department of 
Company Affairs), Report : 1984-85, p. 24. 

79. In his speech delivered at a seminar organized by the Bengal 
Chamber of Commerce & Industry Mr. S.M. Dugar, Joint Secretary in 
the Department of Company Affairs said that as a result of the 
amendment about 1500 more companies would get covered by the Act. 
(As reported in Economic Tiines(New Delhi), June 10, 1984). 

80. Paranjape (1984), op. cit., p. 717. 

81. For the way in which inter-corporate Investments are used in the 
control mechanism of Houses see Hazari R.K., The Structure of 
Corporate Private Sector, Asia, 1966 and Slughanla, Vinod K., 
Economic Concentration Through Inter-Corporate Investments, 
Himalaya, 1980. 

82. The Monopolies Inquiry Commission discussed . specifically the issue 
of political donations and observed that "big business has the 
power to corrupt and that the danger that the power may be 
extensively used is not imaginery". (See INDIA, Report of the 
Monopolies Inquiry Commission, 1965,: vol. I, p.lSb). 

83. The need to set up an agency to collect information on large 
industrial sector was felt by the ILPIC. Similar observations were 
also made by the Mahalanobis Committee and the MIC. 
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Self-reliance h. s been a declared goal of planning India, 
explicitly at least since the Tihird Flan. Therein it is stated that 
"...special emphasis has to be placed on industries such as steel, coal, 
oil, electric power, machine building and chemicals. ..(as) the 
development of these industries is an essential condition of self- 
reliant and self-sustained growth".^ Attempts made, to create conditions 
to reduce the dependence on foreign aid and imports included a liberal 
policy towards foreign private investment, the April 1949 Statement on 
Foreign Investments stipulated parity between foreign and Indian 
capital, permitted the repatriation of profits and provided assurances 
against nationalization, with "fair and equitable" compensation in the 
exceptional case of acquisition.^ This liberal attitude, which included 
concessions not envisaged in the Industrial Policy Statement made 
exactly a year earlier, was intended to obtain private foreign 
assistance for the development of the Indian economy. It was believed 
that foreign capital would: (a) supplement domestic savings; (h) provide 
the requisite sophisticated technology and (c) the foreign exchange 
component of the capital outlay of the projects. 

The government's liberal policy towards foreign private capital was 
strongly criticized by sections of Indian big business till about 1955. 
Ironically, in 1953, FICCI (Federation of Indian Chambers of Conimerce 
and Industry) passed its now famous "Sw-adeshi Resolution" urging the 
Congress government to respect the principles of Swadeshi by regulating 
more, strictly the in flow of foreign capital.^ On its part, the 
government believed that indigenous political power was sufficient to 
ensure tha the inflow of foreign capital and technology did not lead to 
a dependent economy.^ This explicit belief governed official policy 
towards foreign equity participation, where the clause permitting 
majority foreign holding as an exception virtually became the rule in a 
number of industries, including the drugs and pharmaceutical industry.^ 
Moreover, as H.K. Paranjape has pointed out, "the need to keep aid- 
giving governments and the World Bank happy was an important reason for 

the soft approach adopted by the government towards foreign 

7 

collaborations and foreign investment . 
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The liberal policies towards foreign capital facilitated the 
dominance of MNCs in ,the Indian drug industry among others. The drug 
industry is a vitally important one because of its "role... in 
maintaining the health of the nation". Yet, even in this industry, the 
government made virtually no attempt to regulate the multinationals in 
Batlonal^, interest* After indepeBdence most multiBational drug compatiies 
established themselves, as trading concerns with insignificant initial 
investment.^ Initially, they imported finished ' drug formulations from 
the parent company and ■ marketed them. ^ Subsequently, formulations were 
imported; in bulk, and repacked localy. Later, because of belated 
government pressure, the ingredients of the formulations were Imported 
as bulk drugs, which were processed into formulations on a ‘*job-‘Work" 
basis by Indian ccncerns. The Hathi committee noted that **all these 
activities were Garr.led on without investing in factories or employing 
technical personnel”*^® 

Between 1952 and 1965, multinationals in the drug industry received 
’‘a big impetus to boost their turnover" as "permission letters" to 

"pfoduce 364 items were granted to 15 leading foreign units. Only four 
of these items were bulk drugs, the rest being formulations "many of 
which could have been easily manufactured by the Indian sector". These 
formulations included what the Kathi Committee termed "house-hold 
remedies' which did not require a doctor’s prescription, for example, 
"cough mixture, ring worm ointments^ 'health sats', grip mixtures, 

laxative tablets, eye drops, malted tonics, digestive tablets" and so 

' ' ■ ■ ' 12 

on. In a significant number of these cases no capacity was specified. 

‘ In the 1965-1967 period, in the background of developing shortages 
in the drugs industry, the devaluation of the rupee and the 
liberalization of import policy, licensing policies were further 
liberalized. In 1966-67, existing manufactures were allowed to 
diversify production into the manufacture of "new articles" and to 
expand licensed or registered production capacities up to 25 per cent, 
subject to the condition that no additional plant and machinery other 
than indigenously procured balancing equipment, was installed.^^ Later, 
in 1970, this concession was withdrawn, and the diversification which 
had taken place earlier had to he regularized through "carrying-on- 
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business’' (COB) licence* Under this' new procedure, 12 foreign and ' five 
Indian companies obtained COB licences covering' 215 formulations and 20 
bulk dr ug's * 

The above, liberal' policies, the Hath! committee noted, were mainly 

responsible for the foreign’ hold over the. drug and pharamaceutlcal 

industry*""^ This resulted in' an outflow of foreign exchange' am'ounting 

to about Rs 26 crores towards the payment of ■ royalty, , technical fees and' 

dividends' during the period 1969 to 193 alone^ ' Further,, this -figure ' did 

not include the additional foreign exchange remittances In' the form of, 

purchases of bulk drugs, Intermediates and so 'Oh by. the foreign 

companies at prices dictated by their foreign prlnci;als.* '■ "The^se 

prices'", the 'Hathi Committee averred, '’’bear no. relation to either the 

IS 

cost of manufacture of the final products or international prices. 

The Hathi Committee also higlighted the fact that the MNCs in the 
drugs industry "usually discourage" their R&D staff from developing 
"technology on their own". These practices made "our industry 

permanently dependent on overseas expertise and technology”. ^ 

..mm 

Taking into account the above facts, the Hathi committee pointed 
out that the "continued presence... of the highly profit motivated 
multinat oiial sector can but promote only the business interests of this 
sector. Their presence in India, as a part of their global effort to 
capitalize on hviman suf feting in an crganicsed manner, must therefore 
cease as early as possible". The majority In the committee therefore 
"strongly recommend(ed) that the multinational units in. ..drugs and 
pharmaceuticals should be taken over by Government and managed by the 

1 ”7 

proposed. Hat.iona.'! Drug Aul'h'ori:ty”-.“‘ ■ All membexs:';however''. agreed; .'■ : 

the drug industry should not be eligible to preferential treatment as 
specified in the guidelines of FERA l(Fo reign Exchange Regulation Act) 
of 1973 and Appendix I of the Industrial Licensing Policy of February 
1973.* The Committee recommended that foreign drug units should not only 
"be directed to bring down their equity to 40% forthwith.. .(but should) 
further reduce it progressively to 26%." Moreover, it was recommended 
that the dilution of foreign equity "should not take the form of 
dispersed holding(s)...by a large number of Indian nationals. ..because 
such widely dispersed holding will not, in anyway, reduce the effective 
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control of the foreign equity shareholders. In order to serve national 
objectives, it would be desirable for Government to purchase these 
shares either by public sector undertakings which are directly or 
indirectly connected with the manfacture of drugs/chemicals or by public 
financial institutions or by Government itself."'*' ’ 

The Hathi Committee consisted of 15 members and included, apart 
from its chairman Jaisukhlal Hathi, three other influential Congress 
MPs, Yashpal Kapur, Vasant Sathe and C.M. Stephen (the last two are now 
Cabinet Ministersl). nonetheless its major recommendations, as 
enunciated above, were not accepted by either the congress government or 
its Janata successor. Jaisukhlal Hathi himself revealed in a,n interview 
that most of the civil servants who deposed before the Committee were 

' 1 Q 

sympathetic towards MNCs* Apart from the bureaucracy, decisive 
sections of the political leadership were evidently influenced by the 
foreign drug lobbies (prominent among which is the Organisation of 
Pharmaceutical Producers of India - OPFI) to reject these 

recommendations.- Moreover, as indicated earlier, the government had,- 
more or less, ccnsistenly followed a liberal policy towards foreign 
private capital. In such an environment, to expect that the same 
government would nationalize well-entrenched foreign companies would 
appear naive. 

MNCs and FESA 

The per-yasive influence of the pro-MNC lobbies in top goverament 
circles has undoubtedly influenced the formulation of F-'ERA. Under FEKA, 
all corporate bodies with 40 per cent or less of foreign equity holding 
are considered indigenous concerns. But, according to the Industrial 
Licensing Policy Gommittee (ILPIC) report of 1S69, control of only, one- 
third of "effective equity" (that is, the shareholding not controlled by 
state-sponsored financial institutions, or state and Central Governments 
which do not generally interfere in the management of the company) is 
adequate to "provide a reasonable index of 'controlling interest'". 
This, in terms of the ILPIC's own findings, is a conservative index. 
The Reserve Bank of India has .defineda company as foreign controlled if 
25 per cent or more of the shareholding is held by a single foreign 
company. Even in the United States of America, the leading protagonist 
of the "rights" of foreign capital, ail companies with 10 per cent or 



more of foreign equity are considered "foreign". In Canada, the 
criterion is as loxy' as 5 per cent.^^ In the West, definitions of 
f reign control are based on the fact that a block control of 10 per cent 
of equity, where shareholdings are dispersed, and when financial 
participation is accompanied by restrictive collaboration agreements, is 
sufficient to ensure control of an undertaking. Thus the FERA 
definition is an extremely liberal definition of foreign control. It 
has indeed facilitated the expansion of foreign companies by recognizing 
them as Indian after a relatively insignificant reduction in foreign 
equity. A company with 51 per cent foreign equity is categorized as a^ 
foreign subsldiar)’^ under the Companies Act; it, however ,* becomes an* 
Indian company if the foreign shareholding is reduced to 40 per cent. 

The preamble to FERA does not even explicitly specify that the 
intension under the Act is to regulate foreign capital. It is in fact 
described as "an Act to consolidate and amend the law regulating certain 
payments, dealings in foreign exchange and the import and export of 
currency and bullion, for the conservation of the foreign exchange 
resources of the country and the proper utilization thereof in the 
intersts of the economic development of th country”. Thus, on a number 
of occasions, foreign companies have been permitted to retain a higher 
proportion of foreign equity provided they used their earings for 
investment in India, rather than remitting them abroad. 

Moreover, with the dilution proposals, foreign companies are being 
given liberal expansion licences even in low technology areas . 24 For 
instance, Colgate Palmolive which is engaged in the production of the 
"lowest of low priority and low technology activities has been granted a 
licence to manufacture of tonics ".25 

Foreign concerns that have complied with FERA have generally 
Stipulated in their Articles of Association the right of the parent 
company to appoint or to remove the top management, for instance, as 
long as the equity shareholding by Unilever, U.K., in Lipton Tea (India) 
is at least 25 per cent, and of Warren Plantations Holdings, U.K., in 
Warren Tea is at least 40 per cent, the parent companies shall have the 
right to appoint or remove the managing directors in the "Indian” 
companies. Similarly, as long as Chese-bourgh-Ponds, USA, is a member 
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of Ponds (India), it can appoint or remove one-third of the total number 
of directors, including the managing director{s). In the' drug industry. 
May and Baker, UK, retains the right to appoint or remove one-third of 
the directors, including the managing director, in May and Baker (India) 
as long as it holds at least 26 per cent of equity; whereas Schering, 
USA, will appoint dr remove one-third of the directors, as well as the 
chairman and managing director(s), in Fulford (India), even while 
retaining a mere 10 per cent of equity share. 2 g 

To sum up therefore, the cumulative effect of FERA has been to 
disguise continuing foreign control, thereby alowing the expansion of 
foreign capifeal in India. In this paper therefore we shall treat all 
drug companies with a foreign equity particpation of at least 10 per 
cent as foreign companies. 

Even the implementation of FEM has been affected by the influence 
of pro-MNC lobbies, inside and outside the government. Despite the 
unanimous recommendation of the Hathi Commit te, the new drugs policy 
provides that groups of companaies producing drug intermediates for the 

production of high technology bulk drugs as well as high technology bulk 
drugs from the basic stage and formulations based thereon with an 
' ove.tall, ratio, of i:5 of,, bul/k 'drug consumption (from , own manufacture) to 
formulations from all sources^ could retain upto 74 per cent of foreign 
equity* This policy, which constituted the government's response to the 
Hathi Committee recommendations is obviously a capitulation '*to the 
presures of miiltinationals *’*27 

The claim incorporated in the new drugs policy that foreign 
companies emxjloyed advance technology and hence could be premitted to 
retain a high proportion of foreign equity has not been substantiated* 
The Hathi Committeehs findings in this regard were that foreign drug 
companies invested only 1*1 per cent of 'their turn-over in R & '© in 
_ India during 1973, in contrast with 12 to 15 per cent in the advanced 
capitalist countries. 2 g , to identify the companies producing high 
technology bulk drugs and hence eligible for concession of retaining 
more than 40 per cent of foreign equity, the government appointed a 
committee on high technology which .submitted its report in October 1979. 
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The main criteria adopted by the -comiiiltee in the’ def ini tion of ”high 
technolofry’V. were the ' following-: ■ ■ . _ 

y, '' (1) Isolation and extraction involving' sophlsticate'd; ' ■ 

* process' sx^ch as' counter current liquid extract ioiij' 

repeated, chromatcigraphy' or narrow cut fractionation;' 

(2) Fermentation, processes; use of enzymes for chemical 
transformation » 

(3) The steps of operations involved in a chemical 
synthesis; 

(4) Reaction temperatures above' 250*6 or below(-) 30«'C; . 

.(5)' Reaction pressures of 10 atmospheres and above; 

( 6 ) Use of potentially explosive materials; 

(7) HigVi cemperature vapour phase catalytic ■ processes; ' 

( 8 ) Use of toxic materials; 

(9) Purification and separation by different types of 

sophisticated techniques; ^ ' 

(10) Careful on-line process controls; 

(11) Degree of sophistication employed to ensure health 
safety and quality; 

(12) New drugs discovered in India involving detailed pre^' ^1 
clinical: labouratory and clinical trials *29 

It will be evident from points number ( 8 ), (9), ( 10 ) and (11) that 
' any drug producing company can be considered to be a /'high technology 

company* Further, after the committee submitted its . report , in Octoer 
1979, no review has bee.n carried -out* Moreover., the government has 
declared ' that U’the need and scope for rev^e'w: of the findings of the 
Committee***wiil be considered ia the light of repr'ese,nttionS' received 
from the individual companies concerned’^^Q 1 ^ other words, only 
'.representations from the concerned drug manufactures can initiate, "..and' 
determine the scope of, the review. Views of scientists, doctors and 
, .. consumers : are, apparently;.'. considered, irrelevant,.;;,. 

■'The carte blanche given' to drug companies by .the :Committee,on: ,hig,h 
technology has led to 'some ' piquant situa.tions. for instance, while the 
Deput^ director, National. Chemical Laboratory, Pune, -has stated' that in 
■y the , production of salbutanol, the" process involved low technology, the 

committee has concluded, on the basis of the extremely generous 
definition given above, that the pro'cess involved high technology* The 
government consequenty wrote to the ‘ Director , National Chemical 
j Laboratory, and the -latter clarified that -his subordinate was not aware 
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of the criteria employed by the: committee*^,]^ On, the basis of the^^ 
committee's obviously unscientific classif ication, the government has 
permitted Eoechst, "leading foreign; concern,, to ' manufacture drugs already 
being produced in the small *-s..caie sector ' Moreover, the grant, of an 
industrial llcenee ' to . Glaxo ' Liaboratorxes. to manufacture salbutanol for 
which ' technology is indigenously available,, is under’ active 

consideration * 22 

Sustained' lobbying by pro--MhC groups has led to substantial 
m.odif Ications , in the already liberal, new. drugs policy, with' further 
conGessions to the drug MHCs. for instance, in the sphere of industrial 

licensing the new drugs policy had stipulated that the criterion for the 

■ * m 

regularization of capacities w^ould be the highest production actually 
achieved ■ in any year during the three-year period ending. 31 M,arch 
1977.33 The foreign drug lobby represented by OFFI, however, wanted 
regularization on the- basis of actual production in 1980,3^ and the 
government has recently decided to regularize liberally all existing 
installed capacities as of 4 September 1980, in disregard of the earlier 
stated policy. 

The drugs and pharmaceutical industry is considered to be one of 
the, if not the, most multinational of modern manufacturing industries 
with the leading firms exercising ’'great oligophlistic power*% 3 g in 
1974, the top 30 multinational companies accounted for 52 per cent of 
the total world market economy in pharmacetical sales. The degree of 
dominance by individual giants is not so apparent over the drug market 
as a whole because of the extremely heterogeneous nature of the 
pharmaceutical market. Individual enterprises tend to special ize in 
sub-markets leading to a concentration within product clases.^g For 
example, in 1973, according to Roche's own estimates, their two main 
tranquillizer formulations. Librium and Valium, held more than a third 
of the entire world tranquillizer market, jg while G.D. Searle’s.,two 
formulations, Aldactone and i^idactazide, accounted for 20-3 per cent of 
the world diuretics market.^g 

This ollgopholistic position obtains despite the fact that the 
drugs industry "enjoys practically no economies of scale in 
production. ..(as) the active ingredients are normally manufactured in 
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relatively small volumes". Therefore, in production, the large MNCs 
have no particular superiority over smaller companies, and the 
"economies of scale" argument cannot be used to justify the operations 
of the large foreign drug companies.^! The "superior" market performance 
or the drug KNCs is due, as the Hath! Committee noted, to "high pressure 
sales techniques coupled with distribution of medical samples on a 
liberal scale to the medical prof ession....( while together with) 
attractively got-up medical literature and international brand names of 
drugs appearing in advertisements in foreign medical journals with of 
drugs appearing in advertisements in foreign medical journals with which 
top consultants in the medical profession were acquanted, played theij 
part in popularising the drugs of foreign campanies". The’ of t-repeated 
claim by foreign drug companies that their products contain "something 
plus" over the products of identical composition marketed by Indian 
units was found to be just so much salesmanship .^2 in fact, as we shall 
see, their products are sometimes found to be of dubious therapeutic 
value, if not positively dangerous. 

In the case of India, the oligopolistic nature of the operations of 
foreign concerns is disguised by the apparent competition between 
undertakings w’hich are actually affiliates of the same MNC. for 
instance, both Warner Hindustan and Parke Davis are affiliates of Warner 
Lambert, U.S.A.; Roussel Pharmaceuticals and lioechst Pharmaceuticals are 
affiliates of Hoechst, F.R.G., Glaxo Laboratories and Biological Evans 
are affiliates of Glaxo Holdings, D.K .,^3 and Geoffrey Manners, Wyeth 
India (Pvt). Ltd, Wyeth Laboratories Ltd and John Wyeth and Brothers 
Ltd, are all affiliated to American Home Products Corporation, U.S.A.,^^ 
However, the government seems to be blissfully ignorant of these facts, 
so far as the implementation of PERA and the drugs policy is concerned. 
The myth of the "competition" between foreign drug companies, often 
affiliated to the same MNcs, is sedulously maintained and propagated, 
not oifl.y by OPPI but also by government spokesmen. 

Foreign companies promote a product differentiation under which the 
same basic drug is marketed under different brand names. B V Ranga Rao 
found that as many as 406, 308, 155, 126 and 115 formulations (under 
different brand names) are marketed for Vitamin B complex, multivitamin 
tablets. Chloramphenicol, Vitamin B 12, and Tetracycline respectively. 
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45 Such instances can be multiplied. Product differentiation of this 
type is not only illusory, but, because of the marketing techniques 
employed by foreign concerns referred to earlier, strengthens market 
imperfections even in the presence of many companies formulating the 
same basic drug. Since, accordng to one estimate, drug companies in 
India spend as much as 18 per cent of the turnover on sales promotion, 
on an average, this product differentiation leads to social y wasteful 
expenditure, the costs of which are ultimately transferred to the 
consumber through high prices. Some foreign companies spend even 
morej for example, Pfizer spend more thafi 20 per cent of the total net 
.sales on sales promotion in 1975-76 ./j7 

Moreover, a large bulk of these formulations is of little 
therapeutic value. The WHO expert committee on the selection of 
essential drugs estimated that out of the 30,000 formulations sold under 
various brand names, a range of just 200 active drugs could cover the 
health needs of a majority of developing nations.^j^g The Hathi Committee 
recommended a list of just 116 esential pharmaceutical products, 
including bandages, plasters, phenyl and so on. The tremendous waste of 
national resources caused by these activities of pharmaceutical firms 
can be imagined. It is now well known that several formulations have 
been banned, severely restricted or discarded (as obsolescent) in the 
Western markets but are still being sold by MNCs in developing countries 
like India. For instance,* most anti-spasmodic combinations sold in 
India contain amidopyrin.^g Furthermore, people in the developing 
countries have been used as guinea pigs by the drug MNCs, whose 
influence is so pervasive that they have been able to utilize the 
services of the prestigious WHO for this purpose- In India, for 
example, the WHO and the Indian Council of Medical Research (ICMR) 
imported for trial a cholera vaccine which was not included in any 
pharmacopoeia, without the permission of the Drugs Controller .^q 
R ecently, Hoechst Pharmaceuticals advertized through a two-page 
supplement in the daly press about the company's "25 years of service 
in India." Therein it was stated that the company had sought sanction 
from the Drugs Controller of India to conduct human trials of a new 
drug. HL 725, for hypertension. However, this drug, according to 
Hoechst itself, is only "in clinical phase I trials in West Germany’'.rj 



Though hypertension is the "number one killer" in. the West, human trials 
are to be carried out first in India, even before clinical trial s are 
completed in the West. The popular antidiarrhoeal formulation, Lomotil , 
manufactured by Searle, is still widely sold in India, although the 
British Medical Journal has published articles since 1976 warning that 
the drug is highly dangerous for young childern .52 There are also the 
infamous cases of the Genetic Control of Mosquitoes Unit (GCMU) project, 
the bird migration and arbovirus studies at the Bombay Natural History 
Society, the Ultra Low Volume Spray experiments for urban malaria 
control at Jodhpur, the Bantnagar Microial Pesticides project, as well 
as some other research projects undertaken in West engal in 
collaboratin with the Johns Hopkins University, USA in the early 1970s 
which the Public Accounts Committee for the Fifth Lok Sabha exposed in 
its April 1975 report as "pro jects... closely concerned with the 
collection of vital virologica, epidemiological or ecological data, 
which are well capable of being used against the security of the country 
and that of our neighbouring countries''^^ T® bhe case of the GCMU 
project it was brought out that the U S Armed Forces, the WHO and the 
ICMR, had all collaborated.^^ This is further evidence of the dubiouS 
role on occasions played even by the WHO and the gullibility of the 
ECMR, though these organizations are the very ones entrusted with the 
task of protecting the Indian people from the depradations of the drug 
MNGs. 

Apart from the above cases of the use of dangerous drugs, medical 
experts have found a large number of popular formulations to be of 
dubious medicinal value. AR Phadke has shown in a recent paper that some 
of the most popular analgestic-antipyretic (pan killing and fever 
reducing) formulations sold in the country, al contain aspirin i 
combination with other analgesics. Yet standard text-books on 
pharmacology, for exaple by Goodman and Gilman, categorically state that 
"the nfany mixtures of Aspirin with actamenophen, or phenacetin and often 
with caffeine and other drvigs are promoted with claims that they provide 
more analgesia None of these claims withstand, critical scrutiny. 
Inmost clinical trials, relief of pain by an analgestic mixture has not 
been superior to that of Aspirin alone.’'^^ However, whereas Aspirin 
costs only two paise per tablet, Anacin, Aveda plus, Aspro and Powerin, 
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retail at 8.8,10 and 20 paise per tablet respectively. Thus the 
consumer pays more, the drug companies earn more, for products involving 
"pure waste" of these ingredients. Such examples can b-.e multiplied.^g 

The hathi Committee, in an effort to curb the social waste incurred' 
in the eale of such irrational and spurious formulations, recommended a 
phased abolition of brand names. Predictably the OPPI and other drug 
lobbies lobbied against the acceptance of this only five drugs were 
tictififcd whose singit ingredient formulation could no longer be sld 
under brand names: (i) Analgin, (ii) Aspirin, {iii) Chi-orpromezine, (iv) 
Ferrous Sulphate and (v) Piperastne and its salts. The notification for 
the same was issued only on 17 January 1981, almost three yars after the 
po3,icy decisio^n. Rocchet, the manufacturer cf hovalgin went to court, 
and got a stay order from the Delhi Eigh Court, Later, Pfizer, a 
manufacaturer of Piperazine, also obtained a stay order from the Delhi 
High Court. gy Thus a policy enforcing the use of gsnaric names that 
would render standardization and quaity control of phaimactutical 
products easier, has not only been implemented haltingly and in a half- 
hearted manner but "stayed" by the judiciary. 

* * Thu supposed . transf er of advanced technology by the drug KNCs has 
been another myth commonly used to advocate the expansion of their 
operations in India In the first place, foreign companies arc; primarily 
interested in marketing formulaions under brand names, in order to 
maximize profits, rather than in the production of the luss profitable 
bulk drugs, for example, the share qf the MiJCs in the manufacture of 
many vital drugs in bulk form* (afore the annoucement of the new drugs 
pclicy), like Tetjacycinc HCI, Analgin, Thiacatezone, A^spirin, 
Diphtheria Toxiod and Tetanus Toxlod,. was insignificant. But, at the 
same time, they marketea about 80 per cent of the total formulations of 
antibiotics, vitamins, cough syrups, analgesics and antirheumatics, and 
over half the tonics sold.^g The situation has not changed with the ew 
drugs policy. In 1978-79, FERA- drug companies produced only 16.7 per 
cent of the total bulk drugs consuiptlon, whereas the public sector, the 
Indian private sector and the small-scaie sector produced 14.6, 22.3 and 
5.9 per cent respectively. Import of balk drugs amounted to 40.5 per 
cent cf requirements costing Es. 150 crores. Put the FERA companies 
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accounted for the production of 43.8, per cent of formulations 5 while the 
corresponding figures for the public,. Indian, private -and small-scale 
sectors vjere 5. 732*5 and 18.1 per cent respectively. 

Furthermore^, • the foreign drug companies have ' cuTtailedihe 
production, of vital f ormulati,ons whbse prices have been fixed by, the 
Drug Price Control Order of 1979. Currently a number of' f ormula-tlons 
used in the treatem.ent of major diseases like tuberculosis,; asthma, 
epilepsy-, and .so on, are not easily availaie in the market. . One foreign 
drug company has closed down its entire department making a group of six 
formulations used in the treatment of tuberculoisi, on the ■grounci of 
‘^continued losses**. At the same time, the production andprices of durgs 
not covered by the Drug Prices Control Over have increased constantly.gQ 
This, of course, is inevitable in view of the KNC affiliates' single- 
minded interest in profitability, rather than in the provision of 
cheapter essential medicines for the Indian people. The case of Pfizer 
also reveals the same tendencies. 


TABLE - I 

CAPACITIES AND PRODUCTION OF PFIZER INDIA LTD. 


Products 

Licensed Capacity 
(tonnes) 

Production (tonnes) 

1978 1979 


80 

45 

52 

FAS & its salts ■ 

110 

90 

94 

Terramycin 

14 

53 

54 

Protinex' 

100 

269 

290 


SOUP.CE: J S Majumdar, "Instruments of Policy", paper read at 
Drugs Seminar, 1981. TABLE - I 


From Table— I it is evident that while Pfizer maufactured 
considerably less than its licensed capacity of two vital basic drugs. 
INH and PAS andits salts, itsproduction for exceeded the licensed 
capacity for itsbranded formulations, terramycin and Protinex. Instead 
of producing vital bulk drugs, the drug MNCs are increasingly entering 
into the production of low technology and low priority consumber goods* 
For example, Warner Hindustan produces Chicklet chewing gum. Halls 
vapour action lozenges; Rackitt and Colman produces Robin Ultramarine 
dyes and Cherry Blossom shoe polish; Johnson and Johnson produces 
Carefree sanitary napkins, baby power, baby shampoo and so on. It seems 
that the thrust of these companies' production efforts is not towards 
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the manufacture of technology-intensive vital drugs, but tov/ards 
maKimizing sales of low-technoiogy-based and often superfluous 
formulations and consumber goods for the elite market. 

undertaken by MNCs is generally confined to and 
relvant for, parent countries. The Conference Board survey noted that 
"only a negligible share of U S overseas USD found its way to the 
Developing Countries of the world.'’^T This is only to be expected 
since, for obvious reasons, MKCs seek to perpetuate the technological 
dependence of the developing countries. In the case of the drug 
industry, the Hathi Committee found that the MHCs actually discouraged 
independent B & D by the Indian staff. The Sandoz group, for example, 
spends nearly 9 per cent of its world-wide turnover on R & D, whereas 
its Indian subsidiary spend only 1.4 per cent of its turnover on B. & D 
in 1965.^2 Table II provides detailed data on the R & D expenditure by 
43 FERa drug companies. These figures, however, are inflated as they 
include expenditures on marketing research, and even in some cases on 
quaity control in order to enable the ;drug MNCs to benefit from the tax 
concession for R & D expenditure. Despite various tax incentives 
o*f£ered by the government and high prof itaility, the li & D outlays are 
dismaly low. Twenty-seven out of the 43 companies spend 1 per cent or 
less of their turnover, with only four companies spending more than 3 
per cent. Furthermore, there is little evidence to show that even this 
R & D activity is relvant to India’s needs.^^ Moreover, whatever 
technology Is actually transferred by the drugs MMC to its affiliate 
remains a closely guarded secret aiid hence it can best be termed a 
"private" transfer. Through restrictive clauses in foreign 
collaboratioi'. agreements, sub-licensing by the affiliates is barred, 
which often results in multiple. Imports of technology. 

Thirdly, the entry of foreign companies has actually hampered the 
indigenous development of technology by Indian drug companies. The case 
of the Bengal Chemical and Pharmaceutical Works Ltd. (BCPW) is 
ilustrative. The BCPW is a pioneering Indian firm (recently taken over 
by the government) which, by the 1950s, had uscceaded in developing 
processes for the production of some vital drugs without any foreign 
collaboration^ for example, Thiacetazone (started in 1952), Nikethamide 
(1950s)| Nicotinamide (1952), Nicotinic acid (1946), Dapsome (1950), 
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Chlorpropamide (1959) and so We shall relate below one instance 
of hoT foreign drug, companies sought to affect negatively the BCPW's 
operations . , : ^ 


TMLE-II 

.f’OBBIGN DliUG COMPMIES’ OUTLA-^S ON R & B IN 1975 
(percentage of turnover) 



,, Eange 

No. of companies 

(1) 

Negligible expenditure 
(less than 0.33 per cent) 

S 

(2) 

llpto i \per cent 

18 

(3) 

Between 1 and 2 per cent 

7 

(4) 

Between 2 and 3 per cent 

3 

5 

(5) 

.More than 3 per cent 

4 


Total No of companies 

43 


Source; Eased on Statement No.LT-1196/77 placed before the. Lok 
Sabha in 1977. 

' ■ a 

The BCPW patented its own process of manufacturing Chlorpropamide, 
an anti-diabetic drug. It applied for a licence in 1959 which the 
governm€-i:t granted only in December 1961. This delay enabled Pfizer to 
get more time to popularize its product, brandnamed Diabenese, which it 
had been marketing since 1957 using imported Chlorpropamide. A 
subsidiary of Pfizer, Dumex Pvt Ltd, was also given a licence to produce 

Chlorpropamide in January 1961 ahead of BCPW, Pfizer kept the licence 

unutilized and continued to import the drug. In 1964-65 alone, Pfizer 
imported Rs. 1.2 lakhs worth of Chlorpropamide from the USA.^^ 
Furthermore, attempts were made to stop the BCPW from producing the 
drug, in 1962 Hoechst and Pfizer filed a suit in the Calcutta High 
Court claiming that the BCPW’s process constituted an infringement of a 
pateftt held by Hoechst, FRG, under which Pfizer had been given a licence 

to manufacture Chlorpropamide. The case dragged on for eight years, and 

in 1970 the court found that Hoechst’s patent did not relate to the 
manufacture of Chlorpropamide at all! However, because of the legal 
complications, BCPW producedmuch less of the drug and was unable to 
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fulfil bulk orders. There are several other cases of attempts by 
foreign drug companies to curb legitimate activities of Indian 
concerns. gy 

Apart from the instance of BCPW, the experience of wholly Indian 
owned drug companies like Alembic and Ranbaxy demonstrates that Indian 
concerns are capable of producing sophisticated synthetic drugs. 
According to the Ranbaxy Laboratories' 1979 annual report, Doxycycline, 
an important new antibiotic, was successfully manufactured on a pilot 
plant scale. Research to develop indigenous technology for the 
manufacture of 6-Amino-Penicillinlc Acid, the starting drug intermediate 
for bulk Ampicillin Trihydrate, was also undertaken. Hence the argument 
that MNCs in* the drug industry are indispensable because only they can 
provide sophisticated technology cannot be sustained. 

Another indication of the actual quality of production technology 
employed and the R&D undertaken is provided by an analysis of the 
qualification and training of the high incom mployees (earning Pv.s. 
36,000 and above per annum) in these companies. Such an. analysis of 
seven leading foeign pharmaceutical concerns (Reckitt and Colman, Boots, 
Glaxo, Pfizer, Richardson, Hindustan, Sandoz and Bayer) reveals that out 
of a total of ,1695 high income employees in 1978-79, 435 (25.7 per cent) 
were not even graduates. As many as 1300 (76.7 per cent) have graduate 
qualification or less. In Pfizer, in 1579-80, as many as 12 of their 
senior chemists and research officers wee only graduates in science.gg 
This then is the real picture of the supposedly highly qualified 
personnel in foreign drug concerns. No wonder so little relevant RAD 
work is done! 

The real nature of production in the pharmaceutical industry is 
extremely unclear. The majority of pharmaceutical concerns do not 
provide any information about product-wise production and capacities in 
their annual reports, though they' are obliged to do so under the 
Companies Act. Infomation provided is under the vague general 
categories of "in jectables" , "liquids", "tablf’ts", "capsules'’j 
"granules", ■ "powders", "cream and ointments" and so on. Thus the 
government and its monitoring agencies have apparently no way of finding 
out the precise figures of specific drug produced and sold. In the 
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absence of reliable specific data, all sorts of claims relating to the 
iilgb technology nature of production, the amounts of vital drugs 
produced and so on, can be made and entertained. In effect, the 
government's ignorance is te drug MNCs* bliss. 

Despite the obvious limitations of such data, there is substantial 
evidence of production in excess of licensed capacity. The Minister of 
State for Petroleum, Chemicals and Fertilizers has himself presented 
data before the f.ajya Sabha which clearly show large-scale unauthorized 
productlon.gQ The information cited by him moreover was provided by the 
foreign companies themselves. In view of the more or less consistent 
policy of the government in regularizing excess capacity, they believe 
they can afford to reveal these facts. Significantly, at least four 
foreign companies — Cynamid, Sandoz, Ciba-Geigy and May and Baker — 
have stated that the various registration certificates, approvals and 
permission letters issued by the government did not specify the 
authorized capacities for various products. Further, the government 
admitted in Parliament recently that Glaxo, Pfier and Smith, Kline and 
French were manufacturing about 30, 40 and four formulations 
respectively, under doubtful authorization . jq This then is how the 
regulation of a vital "care" industry is distorted, because of the 
influence of MNCs on the government machinery and policy. 

Effect on Balance of Payments 

Apart from the distortions mentioned above, the operation of MNCs 
in the drug industry also have a deleterious effect on India's balance 
of payments (EOP).yj^ Substantial royalty payments are made and various 
collaboration fees charged for the use of brand names and for every bit. 

of technology transferred. As the profitability of foreign companies in 

t ^ ' 

this industry is high, the remittance on account of profits and 
dividends are correspondingly high and become a significant burden on 
BOP. .These firms also tend to import their raw materials and even 
packing material from the parent company. Table III provides an 
illustrative account of the direct effect of the operations of four 
leading foreign companies on BOP, based on their own 1980 annual 
reports. All the four concerns — Glaxo, Pfizer, Warner Hindustan and 
Sandoz — expended more foreign exchange than they earned, resulting in 
a total outflow of Rs. 712.9 lakhs in 1979-80 alone. Subrahmaniam and 
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Pillai have demonstrated that operations of foreign companies are more 
import intensive than those of their Indian owned counterparts . ^2 
Therefore the operations of these firms, instead of promoting self- 
reliance, actually serve to increase India’s dependence. 

■ TABLE-III 


Illustrative Account of Direct Balance of Payment Effect 
of Operation of Foreign Companies, 19/9-80 

(Rs lakhs) 




Total- 
foreign 
.exchange 
earned 2 
^ exports ' 
(fob) S 
:Othe-rs 

Total- foreign exchange 
spent 


Bet foreign 

exchange 

earned 

trompany ■■ 

m 


Import 
of raw 
material 
(c.i.f ) 

Dividend 
remittan-r 
ces (net) 

Others 

GlaxO', 


,270.4 

268.8 ... 

126.9 

4.9 

-130.2 

Pfizer 


41.1* 

69.4 

124.7 


-153.0 

Warner Rindnstan 

15.0 

53.2 

18.5 

8.5 

-65.2 

Sandoz : 


186.0 

504 . U , 

: 18.0 

28.5 

-354 . 5 

Total 


512.5 

8S5.4 

288.1 

41.9 

-712.9 


Source; Data provided in the companies’ annual reports. 

*Ereak-up of export figures shows that Pfizer’s actual earning of 
foreign exchange is only Rs. 2.14 lakhs out of Rs. 41.1 lakhs, the 
rest comprising rupee earnings. 

The claim that foreign capital supplements domestic savings through 
capital inflows is another myth perpetuated: in official circles. An 
analysis of the capital structure of eight leading foreign drug concerns 
■Shows that the total actual inflow on account of equity was merely 13.51 
per cent of present equity capital in contrast to 64.38 per cent equity 
held abroad {Appendix 1). The rest of the share capital was raised 
through bonus shares. or was subscribed by the public sector financial 
institutions, or by the Indian public. Moreover, a large part of this 
capital inflow was, in fact, an inflow in kind, not in cash. And, as is 
well known, MNCs tend to export obsolescent ma.dhinury to their 
affiliates at inflated prices. In the case of one company, Cynamid, the 
actual inflow, after accounting for the sale of shares by the parent 
company at a premium of Rs. 12 per Rs. 10 share, was negative. 

With the advent of sovereign governments in the ex-colonial 
countries, the MNCs have perfected new techniques for maximizing the 
profits of the parent group, by evading regulatory mechanisms. One 
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major technique,, is transfer pricing* Since a la.rge part of; the i:mpo.rtS' 
and exports, of the’ foreign drug companies '. is with their parent groups, , 
there is every, possibility of price manipulation 'thr'cugh transfer;; 
pricing in these transactions* While the price of imports are inflated, 
those of exports are deflated. This is a common practice of the MMCs in,; 
the pharmaceutical industry, as Vaitsos and Sanjaya' Lai have shown, in 
the case of Coiumbio and Sri Lanka respectively. ■ In India, little 
work has been done to analyse the incidence of ■ transfer 'pricing,: which;, 
because-'of its obviously clandestine nature, . is difficult to detect* 
Seme ins tnces, however, can be cited. ' Hajumdar has ' cited, the instance 
of Soche which introduced Librium in the Indian market at a price 
exceeding Rs. 5455 per kg., while a Delhi firm imported is at Rs. 312 
per kg. Another foreign subsidiary charged PiS. 60,000 per kg for 
Bexamethasone which was later reduced tc Rs. 15,000 at the intervention 
of the Controller of Imports. On 15 April 1975 the government 
acknowledged in Parliament tht Hoechst, and Merck, Sharp and Dohme were 
Importing Indemethacin, Prenylamine Lactate, Furesemxde and so on from 
their parent companies at prices higher than those in the world mark§t.^ 
Moreover, Merck, Sharp and Dohme refused to utilize the stocks of these 
basic drugs imported by the CPC.j^ Later, on 21 November 1978, the 
Minister of Petroleum, Chemicals and Fertilizers informed Parliament 
that c'lr -iequenc to the canalization of Gentamycin imports, the price of 
this bulk drug was brought down from a peak Rs. 45,000 per kg (cif) to 
approximately Fs. 1,000 per kg (cif). Similarly, the price of 
Doxycycline was brought down from about Rs. 3,000 par kg (cif) to Rs. 
1500 per kg (cif).^^ The differences between the pre-canalization and 
post-canalization prices are obviously due to transfer price 
manipulations by foreign drug firms. Chandrasekhar and Purkayastha have 
attempted a highly tentative estimate of transfer pricing in the case of 
imports from their associates by 29 foreign companies in 1977. On the 
assumnption that the minimum price at which any one commodity was 
imported was equivalent to the actual minimum price prevailing in the 
international market, the authors have calculated that the outflow due 
to Che inflation of the imports by these companies amounted on a minimal 
estimate to Rs. 456.06 lakhs out of their total import bill of Rs. 
1899.27 lakhs in This however is a phenomenon which the authors 
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, themselxjes have admitted, needs to be examined further. Apart from 
imports, transfer pricing is resorted to in the case of exports. For 
instance, Nagesh Kumar has found that in an export oriented 
pharmaceutical concern with 49 per cent foreign equity, 70 to 80 per 
cent of the drugs produced was exported to the parent company at prices 
that were^ so low that the firm would have run into a loss but for the 
export subsidies provided by the government.^g Sustained research would 
unearth many other cases of such manipulation by MNG affiliates. 

As indicated earlier, the government has been slack in its 
regulation of foreign drug companies. Since it has not forced erring 
drug companies to provide detailed production data, its information on 
the drug industry, often provided tardily by foreign drug concerns, is 
Incomplete and even misleading. On a number of occasions this has led 
the government to mislead Parliament. For example, in a reply to a 
question in the Lok Sabha on 18 August 1881, the Minister of State for 
Petroleum, Chemicals and Fertilizers had. stated that the recent shortage 
in the Delhi market of PAS granules, manufactured by Pfizer, had been 
.explained by the latter as being due to a closure and later a go-slp;w in 
their plant as a result of labour unrest, which had affected their 
production of the above formulation. But the Majumdar has revealed that 
the factory manager of the PAS section of the Pfizer plant had, through 
signed notification on 26 March 1981, closed down production in that 
section as "the sudden step increase in the price of MAP without a 
corresponding increase in the price of the finished product, it has 
become uneconomical to produce PAS".yg More recently, the Minister for 
Petroleum, Chemicals and Fertilizers made a statement in the Rajya 
Sabha, on 23 November 1981, correcting his earlier replies given to 
supplementaries during the debate of 14 September 1981 relating to 
Betamethasone and Vitamin A imported by Glaxo. In his earlier reply he 
had stated that Glaxo had gone to court denying imports of Vitaman-A 
whereas the latter had actually challenged the price revision of 
Betamethasone and its derlvatives.gQ Such examples can be multiplied. 
These should suffice to reveal the relative ignorance of the concerned 
ministry about the actual state of affairs in the drug industry. 
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Conclusions 

Vie have highlighted only some of the inadequacies of the drug 
policy and the shortcomings of the regulatory system with regard to the 
drugs and pharmaceutical industry. In this sphere, as in others, 
operations of the MNCs have proved to be a bane and not a boon. 
Certainly, as we have shown above, they have not provided the foundation 
for the self-reliant development of the drug industry, and have, in 
fact, distcrted production priorities. We have not dealt with the 
public sector, the Indian private sector, and the small-scale sector in 

this paper. These sectors, including the public sector itself, are, to 

r. ' 

some extent, also guilty of malpractices or distortions of production 
priorities.gj^ Nonetheless the MNCs, as the Hathi Committee noted, 
present a different order of problems. Their activities are geared 
towards at least continuing, if not increasing, technological 
dependence, as well as continued reliance on imports of bulk drugs, 
resulting in a continued drain of foreign exchange through permitted and 
illegal channels (transfer pricing), apart from creating grave 
distortions in the nature of drug production. Today, even more so than 
in 1975 when the Hathi Committee report was published, there is no 
alterntive to the take-over of all the foreign drug companies (not just 
those identified as foreign under FEHA), if the government it truly 
serious about the establishment of a self-reliant drug industry whose 
production conforms the needs of the Indian people. 

However, today such a commitment and policy are much more unlikely 
than in 1975. In particular, the conditions of IMF loan, especially th^ 
government’s commitment to import liberalization, further incentives to 
private foreign capital and further dilution of controls on the entire 
private sector, would rule out such a possibility. g 2 Whether these 
conditions were imposed by the IMF, or put forward by our "patriotic" 
government, purportedly in accordance with national policies and 
priorities, is immaterial. The fact of the matter remains that the 
earlier more or less liberal policies towards foreign capital have 
culminated in a virtual jettisoning of the policies of self-reliance. 
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APPEt?DIX-I 

Relative Importance of Capital Inflow in Total Equity 
for Leading Foreign Companies 
(Rupees thousand) 


Company 

Total 

present 

equity 

capita 

Equity 

held 

abroad 

Total 

actual 

inflow 

of 

equity 

Total 1 
outflow Net : 
of inflow 
equity ' 
(repa- i 
triation) 

Net 

inflow 
as % of 
total 
equity 

Net 

inflow 
as % of 
equity 
held by 
parent 

Cynamid India 
(1979) 

45,595 

25,077 

(55.0) 

4 j 5S0 

10,031 ( 

-)5,471 

— 


Bayer <I) (1978) 

81,100 

41,362 

(51.0) 

19,315 

— 

19,315 

23.82 

46.70 

Boots (197S) * 

22,642 

12,000 

(55.0) 

2,999 

' ' 

2,799 

13.25 

25.00 

Pfizer (1977) 

1,00,458 

75,600 

(7h.3) 

20,000 

, ™ 

20,000 

19.91 

26.46 

Warner Hindu- 
stan (1980) 

29,812 

14,906 

(50.0) 

3,500 

■ 

3,500 

11.74 

23 . 48 

Richardson 
Hindustan (1978) 

15,000 

8,250 
. (5§.0) 

2,750 

-- , • ' 

2,750 

18.33 

33.30 

Nicholas Labs 

(1980) 

14,636 

6,600 

(40.9) 

100 

-- 

100 

0.68 

1.50 

CELaxo 

1,44, 000 

1,08,000 

(7l.0) 

18,000 



18,000 

12.50 

16.67 


4,5i724i 

2,91,796 

(64.38) 

71,224 


61,193 

” islsi 

20.98 


Source: Based on Corporate Information System (IIPA) Data. 
Notes Figures within brackets indicate percentage. 
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